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SUMMARY AND RECOMMENDATIONS 
INTRODUCTION 


la The chartered banks of Canada wish to commend the 
members of the Royal Commission for undertaking the onerous 
duties of this most important enquiry and to express the hope 
that their efforts will result in measures of lasting benefit to 
Canada as a whole. For their part the banks have given their 
full co-operation in furthering the study in which you are en- 
gaged, and hope in presenting the brief which follows that the 
facts and opinions set out will be of material assistance in your 
deliberations. The brief does not pretend to offer definitive 
answers to all the questions it raises, because these matters 
carry well into areas where value judgments must be made be- 
tween alternative objectives and where it would be neither 
possible nor desirable for the chartered banks as a whole to 
speak with one voice. However, any specific proposal that is 
advanced in this brief has tihte support of the banks generally. 

(ome The brief begins with an outline of the chartered 
banks! views about the general framework of monetary and fiscal 
policies, and about the overall financial framework within which 
the banks must operate. Next comes a description of the prin- 
cipal operations of the chartered banks, which covers bank cash 
reserves, investments, loans, deposits, earnings, capitalization, 
and related topics. After that there is a discussion of broader 
financial topics, including competition among banks, competition 
with! ‘Other '?n sritult fon s% “interes t ralte” policies * and* certain? central- 
bank” Cog trol*rethnigtes* The recommendations the chartered 
banks wish to make are included in the course of the presentation 
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Policy Objectives 

a The most generally accepted economic objectives are 
5 aT) employment, stable domestic prices, healthy economic growth, 
and a sound and dependable relationship between the domestic 
SC OUMOmy jan eline wom icdle Gonomy Of iwhich it Ls a part, | Im pwrsa— 

‘ 

ance of these objectives it may be taken as a general principle 
that (me methods wsed ‘showld be those of the normal (price and 
Me heh me Oh amieinies) tar. ave).pos sible, ora t, Leaet Should ‘bier mony 
patible with the effective operation of that mechanism. 

4s However, itvis"also generally recognized that the 
attainment of these various objectives may ait times interfere 
with one another. Wihere avohoice has\to be made between con- 
PIiVetiae OF Partlad Contlveting: Gbpectives Tis proper in these 
Situations for the choice to be made by the Government, as the 
responsible elected representatives of thie Canadian people. 

ele Momwetany polueyi and iis cad) pelliey are ene tT acl iy, chiojug iat 
of 2S) tiie two imain Tiisiruments(avaviable, to the authorities fox 
PUTSUMAN ee the unajiom economic). bjectives described above, When 
property weed they are compatible with thie price, and market 
mechanics mis 1nidered) emo otmiy topera ting ufinametal mark ets are 
LMnportant to the .Opti nui ofieciry en ess of both, monetary podicy 
Aad £46 Oe tl Oli onyas 
Other Policy Inistmame nts 

Oy: Lis) Gudre poset ble that itmere is too much. con cen trac 
tion On Tho netia ry wands Das caliponld cues. as if they were the omy 
means of promoting the désirable economic objectives discussed 
earitem. lin (Gln t. On tact tems ds a) wide. ranp e, of addpttomail 
measures thaticam ibe employed to mood effect,for example, ipublivc 
debt mamagqgements taxation policy, Gomoarercial,. tariff, amd: ex. 
change rate policies, and measture’s to.encourage increased pro- 
ductivity.) fAowewer this braet muct be concer rnedvprimer tly wiih 
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ree Onieltore thie. maportiiunctinonns: of tthe financial tsyste mires 
to’mediate between those who do not wish or are not able to in- 
vest their savings directly in physical assets and those who draw 
OnNthiel samimigis: of oth ewis thor siuppilemien t ithieitri own éisco wrejeisa #1 A 
substantialeportions of) thisimeddiatiion takesplacesthrougk thie 
arrangement of loans orithe purchase ‘and sale of securities be- 
tween principals, either in direct negotiation or in transactions 
through investment dealers and brokers on organized or over-=- 
te = c oun't ely im dirikie tsi; sittamay involve ethe sisismiee ofin ew) sie writies 


ontloam cont&a cotisitoruother ty pest iwfnfinancia li clainve; or tradean 


éxPgvtin'¢g cleainisng Anethert¢major plortion takes place throuwph 
Vawrous financial intsiteturivbas> such tastbamkiss,; trust Contpanrye's , 
mortgagetloan’ clompaniesircredit®? untons / timsurancie tcom’pan ies, 


fina niGe %¢0 hitpan Veis,o sana Myloan nciomn pani € s4,4 facto ring ecomipain ves, 
and’ others; which weceiveifundsi froimrone group and lend to 
anpther anideaoeciordinglyi mayebe described ascfinancialsinter- 
mediaries. 

8s. Thie ciimipoirtance of effective financial organization 
is implicit in the need to maintain a balance between the 
community's investment demands and the flow of savings it tends 
to generate when all its resources are fully employed. Any 
tendency to imbalance in this relationship will make itself felt 
in financial tékms, am.d tsi0) Mustlanyemeasuresctaken to leorr ect 
such aitendency. Both tm oj etary a ndefipocadrpolicie sy © pieraitie rby 
inflwencin gone sidec ore the ree of this relationship as neflected 
in the supplye ofhandtthe tdemanid fo rttdnainiciatll claims ¢reSoun duanid 
responsive financial institutions and f deekeroket markets are thus 
essential to the use of these policies for promoting Canada's major 
economic object irvicis . 

Oe Urtiltfairady tle enh Gear slit wast pentermaldyaheidrtivat 
banks were categorically different from other financial institu- 
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CoMdd only restend funds entrusted to them. Ewen today there are 
those who maintain this DoS 2 hae ph: However, an Untrea singe ly n= 
fluwential~podyiot opinion now holds that credit "creatignu is not 
Peeuiger sO thew beaming system, busveccurs in basically ithe ~eame 
fO PIMs yee ioue pieetsctof the financial, structure. The emphasis is 
Placed on the gemeral liquidity of the economy; not on the quanfity 
of in piey alone Slt jerargw@~ed that the total resowr tee 494i lab le 
CO (tine: Capiralemarikwete anid tio gji financial Gnetitation s) combined 
Ls pleticormine dw ithe lawing sacia@e of financial Savings out yor ane 
COM ¢@ send that tie. ellocationm of the si \iresources to ibawks and ito 
Other timagetvalwinge titutioney is wetermined by the Tree choi cle tof 
Savers in deciding how to employ their savings. The distinction 
between banks and other financial institutions ‘lies not -in lany 
mysterivous ly ditferent soumoe oi res'ources, but inp the ready ac cep - 
tability of bank (deposits by spenders and savers alike; bank de- 
posits area Particwlanly “artractt ve: form, Of Trquird, aes 61" De waive 
theyyare ay means iof payment and hence are usetul pot only, as 2 
Saving Ssavehicle (liquidity “motive but also. as working balances 
it piansea Co nis” un ota ye: he 

10, lt is “OL Cours ca pecaumicaliy tric that thie. Canadian 
baikine ‘syst emi (cam sex penta sete (in the torim of Loans: 6 11 pe 
vestments )*and ats Miabtilities (in the form of deposits) within 
linvits fixed by tthe amount lof cash reserves the Bank of Canada 
allows them.) However, thie banks tiremselves cannot determine 
these limi teie Mio iteventi rely within fhe power of the nmatione . aon 6 
tary, authorities tor decide what Levert of bank deposits is appropriate 

Lis PThie eGbject of thre aithorities in wsing monetary and fiscal 
policres: mast be Tolmaintain - ‘betance> between the economy” 6 in- 
vestment demands and its: vote Cf Nea ying Yat optimum bevels of ane 
come, taking aocount of tire I’m tations of ties ee police1ée s. (hermes elves 
This, Means mMaintainime the isimooth flow of the ¢pemding stréesym 26 
a widwod se. Enom this point Gai wilew it makes no ditlerénce iwhetier 


a loan-financed expenditure is made possible by the expansion of 
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the money supply (quantity of money) or by more intensive use 
Cr Ihe @xVsiimeg money supply (velocity of cir¢ulation), for both 
aitect;*he Spending stream. It is clear therefore. that the 
tUtChorities, should pe concerned with atl forms of credit, in-= 
cluding that granted by other financial intermediaries as well 
FS omer Tivle-s and including that—obtained through the money and 
Capital markets, 

yar Thegtype of léendins business carried on by the various 
financial intermediaries should not be determined by arbitrary 
rules VUt snould be, tent to the play of market forces .aad 
Netuneal ¢pecralization, Institutions with- long-term contracts 
predominating armnonge tChiertr Liabiiitves.. such as life insurance 
companies and pension funds, may be exuecicd to seek relative- 
ly ‘long-term-outlets for their.funds, imeluding bonds and mort- 
gages,’ though of course they will-need some: shorter-term and 
thereriore more liquid-assets as well inorder to dlliow for un- 
expected variations. in their cash flows. Institutrvons that are 
desiomeda to provide Specialized forms of credit, on the other 
hand, Such as finance andwila ctoring companires, “etc, , may try 
tO TAS € TUnde stir Ouen Conere ots with maturities. more or lees 
comparables to thes foan Contre cts. In gpeoneral; however: theres 
is no compelling reason for having Dr ec ie.e)y matching maturities 
in the Dorrowing ant Vien ding  cOntracis Of the same 1nstitution:, 
provided a liquid reserve is maintained that is adequate to the 
risks invelyed and provided also that the asset "mix" is approp- 
riate tothe fundamental nature of the business. 

Ge ae in-the case of banks 14 was formerly. thought héecesseary 
that they should confine their loans and investments to short- 
dated maturities, because their obligations are repayable on. de- 
mand. “Nowadays, howeGver<.., it. 16 recognized. that it is feasible 
for them tOo.put 4a limited portion of their funds into. longer=dated 
loans and Investments: . Nevertheless it remains true that the 


first Priority in bank bending must still bevgiven to short-term 
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business: borrowing for working capital purposes, because the 
Dan Kim ov es) epeanmin eGana da. ie im mo sit.other parts of therworld, 
developed in response to these needs and there appears to be 
no other source Similarly qualified to provide, administer and 
SUpPervigse this type tet loan, 
The Role of the Banking System 

ue Banks <arelclearivy financial intermediaries and 
clearly haveua special, role to playin -the:functioning of the 
financial system... However, while "a bank" im popular nee 
standing is a specific and readily identifiable type of institution, 
if ls not easy to find -a-satisiactory definition =- a problem, that 
is by no means: peculiar to Canada. The Bank Act gets around 
the, dsfiveculty ibysdefinineg ai bank as "a.bank to which» this Act 
& papi aera -s. - 2) .4) ier Gene earl. ba Kk ates CAR in Schedule A"! 
(s. 4), but that leaves the real question unanswered. 

1S. it Seems inmipossible to define banking in: a wayethat 
meets universal acceptance. In what follows, unless otherwise 
indicated by the context, the word "bank" will be synonymous 
with "chartered Dank! @idewilt be used in the: sens6é in which .1t 
is defined in the Bank A ce, 

hie Just as one of the recognized key functions of a 
central bank t6) that of Tem@er cof last resort for the. commercia | 
banking (system, 60: the’ coOmmercialsbanks in turn perio rm.2d 
similar function for other financial intermediaries,,.though this 
is probably less well understood. Ties.e institutions (ty paca liy 
carry working balances with’ the banks, just as other busines ses 
do. They also customarily meintain lines of credit with their 
banks, whereby they are able to borrow on Short notice within 
agreed: limits. In this:way they are able to-operate with minimum 
working balances and yet with reasonable assurance of being ab te 
to meet any unexpected demand for funds. The. liquidity of the 
entire financial structure thus depends largely on the liquidity 
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le Modern views of the respective roles of banks and 
Cher Ive tivutoneuytthin thes financial structure differ substan- 
tially from those of even a generation ago, and indeed one of 
the most impontant tasksy beforevthe Royal Commission may be 
that of putting these relationships in better perspective. With- 
out trespassing on the ultimate findings of the Commission in 
thins, pre s pieced | howeveir, it maybe said that the present-day 
Tes tlLoni ngs ofa lder ideas im t hive fie hd does most she timarcit.farom 
the key rele wd sthe banking system in maintaining a balance be- 
tween the saving and investment decisions of the ChOsmMiina vif i typ. 

Wohen abhs times sida sd 4ic knthesalmo et amine ral aageptabi hit yx-of 

bank deposits by spenders and savers alike assures the community 
of whatever degree of JeqQuidsatyennay ebie ne @ ers airy ot © csops,tati n 
business operations. In times of inflationary boom the depend- 
ene eofra clommunity omsaimeéneyeasnihe means of etd ecst bn g dtiman $e 
actions offers the authorities a powerful and flexible weapon 

for keeping the volume of spending in line with the physical 
volume of goods and services bé € OOM Enige anvianiila bd ex, 

iS; For their part Canadian banks from earliest days 
have recognized the need to coOPoperawea vith officnialofamwancti al 
policies inathe public interest. Bhéynrecogmipe this newdr no 
liégssenowin b acesmsie of d hie key position of the banking system in 
carrying out such policies in promoteng rec omontichstabidity. 

BY. It is therefore submitted that the Public ant eners tb drs 
served by the existence of a strong banking system. A bank is 
more than a repository of deposits on the one hand; and a medium 
for making loans and‘investments ‘on the other)» The fact that the 
Hepsi tise enttrwts tedtheitheeghare sree shdhk sds tere the banks” liabilities 
to the «public Sits fam acicio Wnt ine truism, ibup 4tee reat significance 
tends to be overlooked or taken for granted. Not * 8:2 h*ete* 8) 2 1a 6 
there been a bank failure in Canada. Phass fot 2 "erteta thon} 
no Canadian has lost a night's sleep worrying about the safety of 
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enjoys a world-wide reputation for soundness and stabibity)gand 
this in itself has been a factor of no small significance in the 


nation's economic development. 


THE OPERATIONS OF THE CHARTERED BANKS 

Reserves 

20% The pivot around which monetary control of the banking 
System revolves is the cash position of the chartered banks. 
The requirements of each bank in respect of the management of 
its Own cash position provide the basis for central-bank reguta - 
tion of the banking system as a whole. ‘For any one bank, managing 
the eee bod renen 1S a matter of keeping the cash on hand adjusted 
to the needs and wants of the bank for cash to hold. When the 
cash on hand exceeds what is required, taking into account ewery - 
thing that influences a bank to hold cash, the bank. Sets out to 
exchange the excess cash for earning assets, thus expanding its 
holdings of earning assets and also possibly its deposits. 
Similarly, when a bank concludes that it has too little cash re= 
lative to its requirements it sets out to acquire cash by disposing 
of earning assets, thus tending to contract its holdings of earning 
assets and also its deposits. Thus, whether at any moment of 
time the banking system will be tending to expand or contract 
its mes Ne Ye assets and its deposits, depends on the combined 
cash position of all the banks, Pow jenna mp le, if “the Combined 
cash on hand exceeds the combined requirements of all the banks, 
the system will be trying to expand, Hence PL OMeCa ry) COMET Ow in 
the sense of inducing the banking system to expand or contract, 
is a matter of the central bank altering the supply of cash to the 
banks relative to their requirements for cash. 

Pas be The present method of fixing the reserve requirements 
in advance for the next reserve period has been Criticized on a 
number of grounds. It has been pointed ao that changes in the 
reserve base, and so in requirements, may at timies be Quite 


abrupt, requiring similarlysabrupt intervention by the central 
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At) te es 
bank if it wishes to maintain the same degree of ease or tight- 
ness jot re sferwerse It is also contended that the present method 
does not cause requirements to change fast enough when all banks 
are expanding simultaneously. In any one month the banks could 
expand in step and would face no restraint from a rise in require- 
ments until the following month. It is'asserted that tying bank re- 
serve requirements to the latest deposit figures would make 
monetary tpolicyomoreseffective because any ineérease in deposits 
would bring an immediate deficiency in the cash position, and 
the bankswould react as if the central bank had taken cash away 
from them. 

fig As the requirements stand at present; however, the 
central bank can readily counter any unwanted expansion or 
contraction almost immediately by open-market sales or pur- 
chases of'securities. If for example there is an expansion be- 
cause the banks are/adding: to their holdings of marketable 
securities tthehecentnrah ibiaxsvk pocowldi of isret 4% 0b'y *sidllLing \ s!echrri ti ets® 
If-on the other thand the banks :are ‘adding’ to their loans ‘the 
effects dwibh niotdsho we mips in the open market, at least not immedi- 
mtely, but in the: depositiliabilities) of the banking! system. Me 2 
the.central bank sees deposits rising when it would prefer them 
Mot: tOlrdse,ante Gahvwathdraw ecatsh iiziom athre pbianiking ys y site hr to 
counter cthe,expansidiom. 

2 34 W hie th etm ayn 1am toon aittbercisaupgie An th emoarsyh ypiotsi tion} 
caused by a rise in requirements, is to be preferred over a dis- 
cretionary cash change, produced by the central bank selling 
securities when it sees bank deposits rising, depends primarily 
on whether the. automatic cash change would occur, faster than 
the. disecretionany «chap.¢ é>. If tre, icent nak brasnik «didn Oste = elc e ivie 
deposit figuress-until much later thane do, thecindi vidual ehamrtered 
banks, there would clearly be merit in favouring automatic cash 
changes. Under Canadian conditions however deposit figures are 
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individual chartered banks. 

24. Another criticism of the present formula for setting 
reserve requirements is the length of the averaging period, 
i.e. a calendar month, which is alleged to cause the banks to 
be sluggish in response to their daily cash position. Rapidity 
of response, however, also depends on the instruments available 
for adjusting bank cash and on the volume of transactions that 
the market invthase instruments can handle. The shorter the 
reserve period the better the market has to be and the greater 
the variety of instruments required, A shorter period would 
Make at more difficult for ay bank to carry Out its cash adjast- 
ment transactions in the-money market. On the selling side it 
would have to bunch its transactions more, and on the buying 
side it might have to forego some transactions because of limit- 
ations. In other words, shortening the reserve period does not 
necessarily lead to faster responses. 

Oo If the averaging period were shortened, however, the 
present restrictions on chartered bank borrowing from the Bank 
of Canada should be eased, and indeed these restrictions merit 
review, invany case,  «ltiteynow the practice for) the Bank of 
Canada to:make advances against the hypothecation of suitable 
securities, and advances to each bank are normally limited to a 
specified amount somewhat resembling an established line of 
Potion these limits have not been changed in many years notwith- 
standing the substantial increase in banks' assets and liabilities. 
Each advance or renewal of an advance is made for a fixed period 
of seven days. The first advance in any calendar month up to 
the specified amount bears interest at the Bank Rate. However, 
a second advance to the same bank in any calendar month, or a 
renewal of an advance, or an advance in excess of the specified 
amount, bears interest at some unspecified higher rate and is 
subject to negotiation. TFEhes-et limitations interfere with the 


traditional role of the central bank as Pender ‘of last ries'ort. 
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Moreover,—a- "Bank of Canada Funds market would probably be 
a prerequisite f0r Overcoming’ the difficulties that would ensue. 
A "Bank of Canada Funds" market, in which banks could sell 
their excess cash with the Bank of Canada to banks in need of 
cash, could be introduced, as in the Ne w York money market 
where there 1s active trading in "Federal Funds". “whether such 
a market should be introduced even under the present method of 
calculating reserve requirements depends on the ultimate effect 
it would have on the money market. We are not opposed to such 
an innovation, but we believe that it would inhibit the develop- 
ment of the money market. 

20" On balance we consider the advantages of fixing the 
cash reserve requirements in advance and averaging reserves 
over a calendar month outweigh the disadvantages. We recognize 
that in the public interest bank credit policies must conform to 
the requirements of monetary policy with reasonable promptness, 
but we feel that any proposed change should be clearly justified 
in advance, especially if it would add to the burdens that are 
imposed on the chartered banks and only on the chartered banks. 

2.7 If reserve requirements are imposed on banks only, 
however, it is important for monetary control that they be not 
set too high. Reserve requirements imposed solely on the banks 
place the banks at a cost disadvantage relative to non-bank com- 
petitors, which of course encourages the growth of these com- 
petitors relative to the banks. As a result, the central bank has. 
to restrict the size of the banking system to compensate for this 
additional growth in non-banks, and the effect is that the control 
base on which the central bank must act becomes smaller relative 
to the total financial system with the passage of time. In other 
words, reserve requirements applied to banks alone should be no 


higher than necessary so that the efficiency of monetary policy 


will be preserved 
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20's One of the primary tunctions) of a chartered bank is 
tO Take loans, It follows that bank investment activities are 
normally subsidiary to bank lending activities. Sincle loans vary 


SS esulieoresessonai, Cyclical, aud irregular influences. ‘a 
chartered bank’ must be able to adjust other earning 2ssets up 
and down fairly readily in order to accommodate its borrowing 
CUStTOMvers;, the Anvvestiment portiolvo. permits (this to be done 
while employing the residual funds profitably. ~ On the deposit 
side, although the totai deposits of an individual bank tend to 
remain relatively stable in relation to the banking system, ithe 
‘cash position’ can be ‘sharply affected over, short periods of time 
through temporary gains or losses in the net clearing of funds 
among the banks :!\ “In order te meet any~conceivable cash with - 
drawal, large or small,-on demand and without the slightest 
GOWAdTiTT cations asi to its dimnrediate “avatlhability, 2 ‘bank muvee heave 
readily realizable investment assets in addition to cash itselt; 

a? 4 Another reason for a2nm-investment porttolio: ts to give 
a balanced structure to the Bank's assets’; which 16. lmportant 
for a:flexible bank lending policy and for maintaining the con- 
fidence. of the Peneral public and of customers at home and abroad 
The weight of risk assets must be balanced by a proportion of 
relatively riskless assets euch @s- securities: off the Gowernment 
of Canada. 

oO. In the maintenance of their investment SouvEouves the 
banks Wo from timeé to time pantrei pate in the financing of federal, 
provincial, and municipal governments ; and toa lesser “extent Of 
COTPOTations .. As Watvoval Savings imstitutions,. the banks Share 
in th’etaeklof providing “funds“forvthe tinanctane tof both current 
and short-term capital requirements of all three levels of govern - 
meént. The federal budget is one of the nost significant factors 
atlecting the sizé and nature of chartered bank investment port- 


folios.-. During the-Second World War huge budget deficits were 
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financed in) part by the chartered banks. In the first seven years 
after the war some federal debt was retired, and the growth of 
the economy brought other potential lenders into the market, so 
that bank holdings of Government bonds were reduced. Since the 
mid-fifties, the re-appearance of sizeable Government deficits 
accompanied by more active monetary policies has led to a 
greater variability in bank holdings of Government securities, 

Sm Generally, the further away from cash an investment 
is, the higher the rate of interest it earns. Hence the mana pgemen’ 
of a bank's investment portfolio usually consists of steering a 
judicious course between low-yielding "near-cash" assets and 
higher-yielding less~liquid assets. The most easily realizable 
assets:are day-to+day loans, amd Treasury bills issued by the 
Government of Canada, followed by short-term Government of 
Canada bonds. Ranked behind these assets, in terms of diguidity, 
are medium-term Canada's and provincial short-term bonds, 
longer-term Canada's and provincial bonds, municipal and cor- 
porate securities, mortgages, and other assets, but not necess- 
arily in that precise order, 

yr Short-run fluctuations in bank deposits and loans are 
met primarily by inereasee or decreases in, “secondary reserves” 
- day-to~day loans and Yercasury bills. Longer-~term movements 
in security holdings are likely to be related to cyclical influences. 
An upsurge of business generally brings with it a rise in business 
inventories, an expansion of eee capital requirements, anda 
general drain on the liquid assets of bank customers which causes 
them toemploy more fully their existing lines of credit at the 
banks or to seek larger lines. The use of monetary restraint in 
recent periods of strong business activity has meant that at such 
times the hunt ened banks have been able to meet, increasing 
customer demands for loans only by selling securities. The pro- 
cess of liquidating securities when the money supply had not been 
permitted to increase was a factor in a fall in bond prices and a 


rase in interest rates which spréad from short-term securities 
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into medium-term and longer-term bonds. 

8 3%; When busines’s is deteriorating, the demand for bank 
credutr andtcompe ting Worms of "cr éedif bythe private sector of 
the economy tends to decline. In recent years the federal govern- 
nents hia sitemployeld the. counter-cyclical device of deficit financing 
2mirctane d upon the banks, directly or indirectly, to take up 
sizeable{newhisisuesiOf “Sle @Writies} usually with the suppor®f of 
the central bank, which has provided the banks with sufficient 
reserves ‘to support'large-scale'’buying. Easy monetary con- 
ditions imipiy? f elatrvePy low rates of interest, so that the banks 
have often found themselves buying bonds at high prices, knowing 
that later on they DEI iarvrer TO Stel lV ate lower prices: in order to 
accommodate their customers when conditions changed and money 
be¢gam@e iehts lithe Onby weytout of "this dilemma“has been*to hold 
ateabstantiadl violume- of seeuritre’s maturing within’ a “short time. 
Of Cou HSE thitsYy Meainisd saevititing* yield for liquidity, ‘so that be- 
cause of their key role in implementing monetary policy the 
banksitas Investors 42re atta "disadvantage “relative to other in- 
stitutions: BPRpérventeisinee th e nid’fiftie’s’ shows that ‘the 
banks:have learned that, given massive Government counter- 
cyclical fi¢ctal* politeres* and widely varying monetary conditions, 
their bizeves tmén ti portfolios °must be “shorter than “was th’e'case 
formerly’, *and4theminidre* thought *has**o be given ‘to"anticipating 
changie's in busines s* conditions» 

34. iow ‘fay “cen the* pre ce's sof “set Ving” securities go before 
a bank fee ls0 thateree * hitq Witdity Mi's' at’ a ‘minimum level? -This depends 
on-several fa'ctoes ,Pwhi Cir are MThe "extent of the rise in yields 
and the® concurrent fall in prices"and' hence the cost’ of liquidating 
setclu PHS Shi thet antPVei pated Dorriowmhrye needs of "customers, the 
size Of thee port fold oP OT ASeEUriives’ andthe ‘speed with which it is 
belingireducieed sp the "attitude* of "the monetary authorities, and 
finwmhly* exip octa tions) hee ateiry al the’se" Tacto rs. Bapericnce in 
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eS. 1; 
the (195 O's thus ciesitss, thia-t although istandards.in this respect may 
Changieafmom timejto time,the banks.’ portfolios,of Government 
Securities at any given. period are reducible only within limits, 
beyond which the banks regard them as essential to the general 
Safetyrof, dé pros i tse. 

Lending 

a Dh Bank) hending,poalicy.is,formulated,by the management 
ofveach bamkye taking, into .accownt,market, conditions, ;general 
economic trends, and changes in monetary policy. Lending 
policy may be revised, for example, if weakness appears to be 
developing, in. ai panticular industry. Policy changes of this kind 
refheiot thie continuous assessment of cr edit risks which is a part 
of wid process of Romie Inv addition, however, as the business 
cycle moves from one stage to another, changes in official 
monetary policy will produce corresponding changes. inpthe 
lending|policy of the, .chartenéd ibanks....I1f, this, latter process is 
tor ywor kisim. oio0\thi ly «at.ciys -n ejciesys ary, that)officiay policies be ade- 
quatelyisignalledi and clearly understood, 

26) . Bank lending policy is applied by issuing instructions 
toHNceedit supervisors at the head office, to the- various regional 
offices, andatel branch ymanagerns across ithe country... In this 
connection it may be noted that the period since 1955 has been 
the:first».for @ generation in, which the branch, siystem ‘has, had. to 
adjust to .a changing monetary policy. ,.Moreover, on occasion 
the somewhat ,obscure' nature of monetary policies. has made it 
diffaeudt tardetenmanevappr opiniate lending, polaciées, 

Sth. on Oltimerrs pavacc tiica dh piriob lem,.s ,in adjusting lending policies 
to changing economic conditions arise because of the difficulty 
of assessing the meaning ofichanges .in the demand for bank loans 
in relation to the business cycle: bank loans may rise because 
business is improving, or because inventories are being acquired 
ahead.of a real improvement.in business, or because sales are 
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Problem is that adjustments in bank lending polities, apart 


from’ changes Gn interest rates, take effect primarily through 
Alterations im limes of credit, and thus take some time to have 
theirvfullveffect; it is not possible to review :all existing loan 
commitments ate once, cand-rt 1s ditficult for the banks *to anti- 
Cipate the take-up of unused lines of credit. More generally 

Ui ere die difficulties im @resthaining Lewdinp because os the 
natural tendency of commercial bankers to make good loans 
Whenever (poseibiles “Lhe traininig of branch managers is, ‘after 
all, aimed-at the development of officers who.can seek out 
lending Opportunities and make good loans, and the advancement 
of these-officers depends to a significant degree on their ability 
in amaking Loans 

Ben tt shouldvbesnemem bie red Aes the Canadian branch 
banking system has an important degree of built-in flexibility, 
because behind ea cn branch stand the resources Of a lairge 
nation-wide institution. This, aieane that, subject to the eemeral 
atin cy of funds, “each borrower aay be “dealt with on “his own 
merits without Deing “Timived by the positron ‘of his: local bank 
Darian. Clie. 

oe ee The allocation of credit in periods of monetary re- 
straint has “become increasingly difitveult since thie mzd-fifties 
because the general hiperce ate of interest rates in the economy 
wais-been relatawely high and the prime loan rate has been driven 
Very Close to the "eiling 2. wie bamne have béeén Torced Into a (rigid 
pattern of rates under which “almost all borrowers pay “muoch-the 
same rate on loans and the banks are unable to use flexible rates 
as one of the methods) of “allocating vere dit. 

40. In the absence of flexible interest rates the problem 
eofiallocating bank credit) when money is tight becomes one of 
rationing . When credit is scarce the banks do not usually establish 
Bye restrictive policies regarding loans to particular an- 


dustpies.; and never do soem wespect of. loans in particular regions. 
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Ceriain ty peemor loans are usually curtailed as less, essential, 
cUCch As lLermiwlodve Or projects which could be dinanced outside 
the banks .l0ams to bay securities or real estate for speculative 
purposes. Loans to other credit-granting institutions are also 
restricted when money is tightos in the main, however « then pro - 
cess -of rationing credit involves, reviewing, each individual loan 
account On sis merits, it cannot be “emphasized oo, s hrongly 
that having to implement agtight-money policy by. placing, re- 
Striciions, on individual borrowers, having to cheose among 
equality creditworthy. customers »~ and having in effect to,decids 
Which provectis may ro £oOrward and which may be stopped by Iack 
Of Tugs, iSeja difiiqultJlamd disagrecable tagk but pne whieh in 
the boom phase of the economy sometimes becomes necessary in 
Srder (6 Conform with ocurrend wn oOneLaa ve policy, 4 

ale li othe tir et in stance .. bam: syle bly re 6 tere ct 
borrowing which appears to be non-essential. When. a. customer's 
balance Sheet 1sexamined it-may appear that the line of credit 
Wine hihas) becnwa skied tories high relative £Outive S17 6. lot tie 
bweine ss. this may, be because the borrower,.is. trying,to 
Protect himself against tight-money conditions which he tears 
may me gout a inp the tuture. (or ig asking for a sargev; linevol @erecit 
for prestige reasons, OF 1s Carrying inventories which are :too 
large; relatiwe, 10 psales. in sich cages the bank, will probably, 
tell-the customer. it Gonseidenms thatihse 5. asking fof mor é mon ey, 
than he needs, 

2 3 Gredit 196 mOt gpationed on ;»the basis. of size: Of sacecount. 
The banks, hawe always ,asscumedsthat their. primary ;ne spome ibility 
Was -T Owe Gs thelr Sire) er bDirseine es Gus tomer o., Lhe Subject of 
Loans to small borrowers has been reviewed with the Bank of 
Ganada, an various occa sions Since G55 when fhe fan at tig et mone ¥ 
period began. ,The withdrawal of the banks. from the term-doan 
field of lending did. not apply in the area of small busines s,, and 


every effort has been made wo meet sthe needs oh those borrower s 


oy 
Gun 


re cor perry bac 


wbiseb ot howe, ft ant 


La Wi ar. 


Agel "6 oggey od. (aor solte 


ri Hoi Aw ane tad tee) +e 


ni ere eRoo RR apmoaad a 0 nt 9m i ymoa Ri fy oasd pemeed eo 43 
| ei q ae y, Sper alba irae a ¥ 3 a ie *oa.b Xo 
eg i en a cot ih el 


ee 


Fe Ae 4 


91 %0% 
chhe es: Yo wWarki. sully) Feds x80gas ele dé apis Lar ak eat gone eFasled 
We hk he 


ae Oddie ty 
eden need gad doidy 


S29 moley 6 aww | lestaavaenatog 


aes ead a 8 dis o? Sit sls dpa aa 1984 


04 gniysd. of “tewepmod gltb oaunaed ay 


eater tat 
it le es ai ne avralt bb tro-3 osm ash penile Moemia A dibeeeoe 
1thexrs te anh segrel s roa nab es, at “8 erutuh ods Ai tains ys cot 
Col ste dotdw aeiroinswal seiyrens at ie Se ke ett ae 4 x ot 
ere bliw hoe, er BS Bay doug io neabee 09 avidelen egret 
T9089 he Lot RBaiteas e1 gh ila sambi ages Sk poner te* ods fie). 
| Pacha i od m6 iby. 
poe Sh: 
| hed sined oT 


Pht Bie 


ABO SRS Te seis Yo ei aisid ad nn bonoteas te ae 


Wiittdiedog?2a7,. Yr emi ng tThend 38g Dears ee 

We Ll alas sAT 22 9 at OP SUD) > ae eerie oiRaae aged sbhyrawot md 

ne aed ere oF Ansel 

Pkiheos tgs Paix tt im mt Serve ‘abeL ine b aiachaad Bhs E no te? 
a aah ts — ini ite 


to Act 8. odd, Adi ve Dis ae bY 94 a 


neolsomt|d.ed?) oro 42, abt ii 3 da, To. : 


Puss .. wa 9 tie wd tisme Yo S25 6 at 


| nate a tah stoMs, ko into d boa ante 


oe 
whose size does not enable them to obtain funds by issuing 
Securities: 

aS Trevbanks have .ecently carried out four surveys of 
loan accounts classified both by industry and by size. The most 
recent analysis, atSeptember 19.61, ‘covers a, total of $5, 830 
nin Meoms hot Hoan. © Ofsthins oaanowunt.3 2% was, im accounts: of undexz- 
$10,000, and 52% was in the accounts of under $100,000. 
Classified by number; 96.6% of all borrowers were in the under- 
$10,000 category and only 0.54% had accounts of $100,000 or more. 
Die proportion vor total Yoans timade aivailable to smaller borrowers 
hae risen slightly with each «survey. 

44. ftw st ibe nealitzed, however, that in. times of extreme 
CHledit hs trin gienciy ithe dbiankeiwill be obliged) to curtail loans (for 
the ypurpos ed of camrying géecutituesor form.¢peculative purposes, 
anidveamali borrowers in these, categories: will be affected im the 
Sameway jas ‘the largerrones:, the prime.objectaye being that of 
conserving Tending resources foribasto needs. 

os A pat teinom twatitiin€) icmereency. Treg uations “direct 
controls on bank lending have not been used very much in Canada, 
and the banks are not in-:favour of such controls: whether imposed 
by thee central bank one py the Gomernment, We-believe that ony 
form-of selectiwvercon tro ley Oise mk Lending =wio wld ).¢éed uceathe 
flexibility of tWee Cana dian bamkine system, <whieh has beenone of 
the: strongest factoms im the growth ofthe -economy, ‘and could not 
faikh (oy resu liein AIMS es, tone pociiac Sectors Of the economy, 

46 (One of the p~mioet distinctive features: of bank Lending 41n 
Canada.) Which goes, Traphieback tovihe 19th. Centuryy is) thesle gis: 
lation which vatllows «a ‘chartered bank ito make advances con, the 
Security of natural products, iand goods, wares.,, and;:merchandise 
while they remain in the borrower's posses sion. et Dea 6.4 Se CA ao 
88 of the Bank Act. Gimilarhiy,cSection!.66: of the Act provides 
that a> bank may lend on the sieturity of.a warehouse receipt, and 


Sé€etion 82 makes provision for banks toymake advances to oid 
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Ces: ae 
Operators onvthe security of hydrocarbons in, under, or upon 
the ground. All these sections were designed to encourage the 
development of Canadian resources by enabling producers, cer- 
tain wholesalers, and manufacturers to borrow more than they 
otherwise could to. meet the essential financial needs of their 
business pursuits. Parliamentary records show that the same 
motive was behind subsequent steps in the development of this 
feature in the bankine’ system. These sections of the Bank Act 
are a means Of providing support im many f1élds of endeavour 
to an extent which otherwise. would not be practical frum the 
standpoint of prudent banking. This applies particularly to 
agriculture and what may be termed smaller business enterprise 
with limited financial resources, and often to business enter- 
prises at an early stage in their development, before they have 
PUiticient resources to quality them for bank credit tn the oF - 
dinary way. 

a A recent survey suggests that loans outstanding 
under these sections of the Bank Act amount to someting over 
SL billion; or 18%.0f total gpemeral bank loans. Although, because 
of the fact that there is often more than one type of security 
behind a given loan account, it is impossible to say what propor- 
tion of the loans could not have been made without the use of 
this legislation, it is likely that most of these borrowers would 
not have been able to borrow, or would have borrowed at higher 
rates from other unstitutional Venders. We believe that these 
sections of the Bank Act are making an important contribution to 
Canada's financial system. 

48. Because, the banks already have well-developed 
facilities they are able to offer consumer Credit at rates which 
(including service charges) are more favourable to the borrower 
than those charged by specialized institutions. In general, the 
banks have set up these proprams to reach a group. of borrowers 


who; while unable to provide celilateral in the traditional iorm, 
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ate Iretvwert hele S Creditworthy,s ahnd@™wh6é wish-fo Borrow for 
worthwhile purposes ‘usually connected with their homes and 
families. We believe that consumer instalment credit has be- 
comefirmly “established and thia't’ 'su'ch® loans*are “a logical 
development of banking services. The extensive branch bank 
Sys Pemhe tis highly suitable for providing consumer credit. 

49. Mortgage lending is a field from which Canadian 
Chartered banks were barred until 1954 when the banks were per- 
MmMithediho ieee hie NHA litetde! ht *he* pera dd’ from’ then" to-1989 
thee Dank s'tacic OUnte’d for “abotit BS5H°%of® all NHA' GToans’ made. ay 
December 1959, however, the maximum NHA rate permitted was 
raised {by the ‘Govérnnmient to 6-3 (4%) ‘anid althowgh*banks“could 
StH Meprece ss NIPAMoOPis ag est, “Conne cl¥ Ss Mo prirton ‘was'* that they 
Could Hrotedo®s oh atte Higher? Fae than. "6% betcariliskS Of thie“ le gat 
ceiling on bank lending rates. The®* re seit wars wir tia fF es sahion 
om NHA len din g “b*y “th'e’ Da mks} Psine c+ if *thie'y had ‘made mortgage 
money available at 6% while all other lenders were charging 
6-3/4% the banks would have been faced with very large demands 
fiotr: Cian id ¢ lan dl am ini ofisible task of créditSretitming. We *helaeve 
that the legislation’ should’ be adjusted to permit ‘the banks to 
parti clipe tié) 1n®N HA) Bmjo rteia ge © Ne n din ¢ “ont fa "clo tin Uo D's bales Yat 
whatev etr® fray Se rthe* biouns rate of interest for such loans. 

2 ON Weibeliévetthat the powers of thie banks should be 
byor-deén' é'd Stic? al low "them te” bend on ‘nro'r'tpe ge “ste Curirty ‘géenérally. 
Tthaliss wo witd esctienid \thte ‘rang fof *Suristonie Tr “ser vitcels “and Would’ fit 
in with the Government's desire to see more mortgage lending 
Gr tthe pat t! ©f ep LIva BE ins Fitution’s . The Distory of *‘bankin'py oh ows 
thta tistotm e4 pt opoerti rem ts deposit funds may >sately’be*made” avarl- 
ablerfor*long- fern Gnv'es'tnrent &* Afso*the’ banks “Wave ‘suitable 
administrative *facarmitres oreo mea kre InéFtea gée“Po'ans across the 
Colm try, laws € fi Mases p'e'ci alizied mdr te alge’ Cepartm ents ‘s‘et “up” at 
thea f hteatd tofficas ito *hdn die WVHA me rtgag'est “lt 19 further argued 
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Dugines ses Iigane Act. have bad to make special provision to 
allow ianksnpaveake mortpagewcecinity in certain cages. .In,the 
conduct of ordinary banking business there are also many occa- 
Sions where being able to take mortgage security as collateral 
would make the difference between assisting or refusing a 
CUS. CO. 6.2. 

oe In aurelatiedwciontext the, pow ers, of the banks, to take 
SReciticisecurity in ihe cours ¢ of lending operations appear to 
be unduly limited in thie; light.of; present-day, requirement's. For 
example, the power of the banks to take chattel mortgage security 
is, lamited to-loans made to an individual on the secunity of house - 
hold, property.(as defined in, the Bank, Act), with the result that 
the banks are, prohibited from taking such security either on a 
wider range of goods or in respect of manufacturers’ and dealers ! 
inventories. We recommend that the whole matter of,existing 
rmitations oni the nature of, specificg security. available to ithe 
banks? should.be reviewed with a.yiew to Leaving the banks as free 
a8 ipos sibde to,take such isecurity .as the mequirements of in- 
dividual situations: might indicate... »The wegult would. awe sugeert , 
be am appreciable andeuseiulsbroadening of the banks' ability to 
servie yihe inareasing ly complex and changing. 7 €q¢UuLt em en tis; wot 
the business; community. 

cus Ap important wepect of jthe lending activities of thie 
chartered banks: 16 ‘theviinencing of Canada's external trade. 
Besides providing the foreign exchange machinery whereby im- 
potters pay their.foreisn suppliers and ,éspo0trters receive. pay nre nt 
from, their for edgn, custome rs. tne vbanks provide,creditiiaciilities 
foratinancing the trams actlone. Fim eihie.ca sept exp Or te -flii es. lary 
cower.the farll period trom domestic production operations .to 
fin. al ear tane ane £vom abroads,3n, the cas¢ of imporis i may -6n 6.6 m-~ 
p2s.s ,the time between the sienineg of a contract to, purchase foreign 
goods and, the, final, sale,toithe ultimate Duyer., Hor longeg-term 
financings. omes (6 -fiv.e yy aris; “fhe banks have established the Fx- 
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hie oy eae 
porters in INMeetingrehe Credit terms offered by foreign com= 
PeA1TOTrSss “Lhe corporation te if - ftact a-"“fedis count bank" -to 
which the chartered banks turn over foreign trade obligations 
discounted by them for Canadian traders, 

2 In order to broaden and improve. the tacilities and 
operations of the money market in Canada the chartered banks 
have ftven very carerol Study to the creation of a\.market in 
bankers' acceptances. A detailed study of the techniques and 
procedures which relate to the bankers' acceptances market in 
both the United Kingdom and the United States led to the con- 
clusion that neither system could, without considerable variation, 
readily be adapted to Canadian conditions. As a result bankers' 
acceptances in Canadaiwill not follow either the, New’ York, or 
the London pattern. As far.as possible bankers' acceptances 
will be drawn in connection with the financing of goods, war eis 
2nGnivePomandi se ol 2a type described in oe ctianes 18°) (1) (tf) end 
(2)".02 the Bank of Canada Acts’ will be ini large denominations and 
Wille. O01. 4 .Selraliguidating nature ..vlt is as. yet 160 eamlv to 
determine the extent to which Canadian firms will find bankers' 
acceptances a convenient and suitable medium. 

D2, The money market dealers will act as principals to 
purchase and sell bankers’ acceptance’ for their clients. The 
Pe CO i) Or be Sane eredt nan cs will be to assess the credit worthi- 
ness of the drawer of the acceptance drait and, if his 18 the 
primeést credit, te @ecept swen “a 'drait and return at to the drawer, 
Mis the drawer's responsibility to. sell-the accepted drait to a 
money market dealers,” Bankers! acceptances: will be, eligible 
collateral as sé€curity for day-to-day loans in the money, market 
ghd under section 13, (TL) (b) of the Bank of Ganada Act the Bank 
of Canada has indicated its. willingness to dealin bankers’ accept- 
ances  whichsahawe a. term tO maturity. of not more than 90 days. 
During the initial stages of the development of the acceptance 


market the chartered banks; in order to assess the usefulness of 
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this new instrument in the market place outside the banking 
SyStene veel not themselves ayrehas ehacceptank€ es fOritherYy own 
EOS EW Mehest also been may reed 4hat ;“atterha *periddtoivrsi x 
months from the beginning of the market in bankers' acceptances, 
the chartered banks will review the experience gained in that 
interval and make such changes in techniques and procedures as 
in the light of this experience are necessary or desirable. 
Deposits 

by 5) Pabrietatreattowiis, perhaps lYynidost®oftiem Womuse don 
the lending and investing aspects of banking. But the ability of 
the chartered banks to’ carry out their lending functions ade- 
quately© depends “on thie way in which thevybanks* perform, "eriare 
permitted*’td ‘pet ouimy das dé polsitifnstitutions »))-Chart épéed bank 
dé@posits) fall* into’ two *mafor classifications) “demand deposits 
and notice deposits s ini proportions which thavie’ varied “over time ; 
Notice deposits amounted to roughly two-thirds of total Canadian 
de pPosim Fin 19S0ka nde P9O85198 Bays i945uthey hadi tallen tatunder 50%, 
but have’ sincetrisieni to about*60% “of *thettotal: 

56% ete He Ale deposits of corporations and individuals, 
tdemand deposits" simelude thosfer of Povermimenhts andvotherkbanks. 
Theypéerforny twoaclosely®retated Munctions in? the: economy,* that 
of a store of li'qwuidowathi 4d? ama that of- the tchrei u“nmedinmeof pay - 
ment Gm iCanada.r* Ther volume Df®paym ents °middic:. (by cheque s* on 
CuerientsaGcounts in the-charteredvbanks has increased) much more 
rapidlythan‘the»tévell) of<tirePpde posits thems civesivsiInvthe post-war 
period A the anvwual turnover Or FelPocity of demandydéposits' thas 
increased from 24 times in 1945 to over 68 times in 1961 This 
inj@?réasé has not! only *po’s ed "pro b Pems® fof "the banks rm the operating 
procedures needed to handle the heavier flow of cheques, but also 
pres emted’ ar pro bile fc! thre ee an, in the exercising of mone- 
farys policy ,¢ Tre stwiltingeV Pn fre Mee d forv more * vesoroust dent rat *tban k 
action. 
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PACS) WAthhth eh races in Gross National Product, nor has it followed 
a( Sheaiey patieangrom year to year... Rather, in response to 
central, bank action, demand deposit,growth,has tended,to follow 
aveoqunterecyelical pattern, particularly in sthe post-war period. 

atte While demand deposits rep Tren eit. tie, eemeral, the 
‘“WOnkengicapital, of individuals, organizations,,.and, companies, 
notice deposits are more likely to represent .their.reserves held 
Penesagy >) Mayor fexpenditure or with investmentyin vijew, as 2 
SOBER DORRin wCase, Of emergency, or. simply, the,accumulation of 
sanangs. built up over the years. The chartered banks have long 
been sthe most important savings. imstitutionsyin ,GCanada gandwaat 
Poreatwcount-on September 30, 1961, they had over 104.8. million 
Pesisoneal savings accounts on their books. While the total-.of 
such deposits has increased faster than demand deposits in 
“the post-war period, their growth, .like,that of demand. deposits, 
has tem ged tovfollow*a counter-cyclicals~patterm., Much of the 
growth Of Savings deposits has been, ,encouraged by, the. rapid 
inenedse inthe number. of branches operated by, the.chartered 
banks, which has enabled them to reach) a wider proportion of 
the, population. However, the: growth of savings, deposits has 
notpkept pace. with the rasie of GNF. ~1n. Canada. Wh 1 S98 oaks hers 
flection, not of ‘a lLowergps open sity wtonas aye, on the..paxgtuot 
Canadians, but vrathier of. thes prowl mestiportan ce, of othe Bav in 9:6 
institutions. 

BIOs To meet:the competition, for the.surplws funds of 
corporations and institutions (the, banks, in, recentjy<cans. haw ¢ 
Misuedudeposit: receipts: for funds pleit for fixed-péeriods of sip, tio 
one year, and one-off the banks now i166ue€s5 .néegotiabdile term motes 
Waltham ati ita-e.s:-<o f Samite six years. While they. are, used. prin cip - 
agliley aibiy ee and institutions, these deposit meceipts,and 
terunimotes are -aliso available to individuals and executors jor 
trustees of estates. 


6.0% Tinesturnover of savings and other notice deposits if 


ii iesoid le’ bas wens é 
ind pmees aon iota : ae i) 
Mk eg aeaien ai tn ott sr : 
Lown oi alu aas oda | 
igs. waguk: cael iaes es 8 


14 hak shea 8D. at enoatutt 


lo fetes ode ofidw. teed nan hee , nieas taararen 
Si etieaogqab bos oveb ils veer { F: , 


c8iizogeb Baie to ted omit rs 


a varwauts ou yd sararene wndadand 9 ote 


te tic hee ou sobiw 


to-9%8qQ ODF 20 Sv¥EB re vonage a ep itaeti 
Bgnivee sotto to eoneiuoqmi aniworg are cates 19d wamaibansd 


sw i a ee s@moiturizent 

to ebhavt amigaue odt aod nonthieganes: oda 199i OT we * 
ison baw @not?s10qs0> 
ot qu t0 ebolxrs@ boexwzh oe thet baat nek. asgisoas at stgeed, beer: 
id mio) sidéitogon asuees wom tHand 41 to 990 bas Kaen, 980 
-Gqionixg beam ors Yods sti nw ISROOL wie ot gu Lo eekizyinm ative 
Gas nrqieges tkeogeh seedy, snontnrisnmt bas oaotssxeqno> vd vite 
+0 2107009%9 bas "hhh emer 


oved @neey Jnorex at atoed ant Rages ise 


— BS 
much* low ér thantthateof demand deipo'sits. 9 In view ofthe! greater 
Stability and lower velocity of notice deposits, suggestions have 
been made from time to time that the chartered banks might quite 
properly’ éngave in'a’ much! larger way in longer+term financing. 
However, (from thé “community"s point of View the over-all problem 
is to achieve a balancé in the total supply and demand for financial 
resource s:, It *ha'st been "th @ function of firancial*orpanizatiions 
especially the banks, “to receive “the savings and working ‘capital 
of thes Communtity fotevaty inePtérnis®*and\té “apport fion™th € m va ¢ 
orants? of iy est nents ‘att 6 h*otrt of Thon pi terimsas ciricuGnS tah cés 
warrant.. We @ré“oppoeséed' to “any “attempt to" stepregat @*déposits 
by" tern’ dé r type béGausle® the resulttwovuld*be' to introduce ‘undésir - 
able rigidities ant o® the* finan t€ia lo syst ém. 

Foren ‘Currency °B usa ness 

61. Canadian chartered banks provide a full range of 
internationaltbankin’s betyv ieespRein cluding thie nrainteina hic dé «by 
some “banks of'branchess “afencies ; *and’ r'epriesentative-oxfi'ctes 
ab re avd. th Mh i X#its Sai tnlaltiir a Pic oil Mauey of. th eg Kea tY im po rtahc e@ fo 
Ganadaof_ international trade © olf Cana'dian® bank's! were not® able 
to provide the whole ‘range of banking’ services necessary for 
carrying on an extensive import and export business, Canadians 
requiring’ th'e s'é* tste'riva cegt Wo Uldtha vet fot ob tain “vthiem from? fo red gn 
bankers.) Canadian banks are ablé ‘not only to meet Canadian 
needs-in this respect, but alsoVCtotGonrpeté *Pfucce's sil ly* with 
fexeignYoank S+fo r8#dd2Oronale@in tative tip nal’ p usitress.." VPh e*pro- 
vision of: inte rnational‘bankingy services “iss a field in* which’ there 
is intense competition and it is essential that Canadian banks have 
prdaft £1lexipility i? it hei ® “fortei pi opltere Mons “int olrde'r. to) ‘be “able 
to meet such competition. The success of Canadian banks in 
thi si “a%"e'at of © 2 Otivity- ntéan s “an tim portant nhet* © on'tr bution “to. the 
credit side of Ganada's balance of' payments. The #o Mea eb nh? cia r enc y 
bust he ss’ of bahksh arises OWt Of *transiactrons with Porte gn’ Cowntries 
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POUG LIS is ane Saewmittan cers .of pald, kinds. The operations involve 
ali-types of transfers: ehedines.- Grats »avCur sg € theers.i pbajkis of 
exchange, | agid se.0.inimést cial letters of cmedit. The banks in 
Ganada 1a.t €4 a.) 604 ac tiw & inAth estos ward, wanar kets (hor, the ~key 
CMErYT ences) ,.<Us .S «dollars, and stemling,» and for; all gthepoathen free 
CU Pe niG.e 8) In, which, there.is Lorward, tr addin gy. 

©, 2k In recent years substantial deposit amd, lending .markets 
havie deneloped foz,UaSs ido llare, and,sterling,outside thein jequntrie’s 
Oil 9 O12, 1.9 in: These types of deposits and loans are commonly re- 
herr ed, to. asp Warr > 34dok laws, andy Bur pie site Bling Lis a ddd taom- i os tive 
normal requirements of importers and exporters. and other 
customers. 7~equirning «foneign deposits, suqh,;factons pas, difie rem - 
tialvante nest, rates, and,antigipations regainding «the exchange, nat ¢ 
have contributed to the development of these markets. Canadian 
banks have entered actively into this highly competitive area of 
Pankings. panticularyliys. with respect to U.S. dollar-deposits. 
Such deposits »,>do .not, of ,pcounsge leawre thei Umited States buh ge - 
WLAlinh weit hin yihvad, ¢ gun tro fowy bse eth e rey wl he: gromts po fysuch»des¢ 
posits has,not)of,course been confined to, Canadian, banks,,.since 
ins §1,t uti omys, i.n,,athee r.cou n tries, ch'a- ve -b.een) competin gy ag genje\s-s. wv ely 
hore ikhesie+ dep 064 ts, It should also be noted that Canadian funds 
may flow into foreign banks in the same way, depending on in- 
terest rates.andvanticgipations, neganding the exchangeprnatek« In 
pene ral deposat liabalities paseo fiset thy as s,e 6s ang they same 
currency ,-hence, thei risk ,.of an,;exchan ge, piosition cis, awioideds 4 din 
Shoxyt, «thy Ss pbs. a gidtedd, of ingesmmnajti kona l cop.e nat ioné nwheneathene iis 
intense competition and where Canadian banks have had consider- 
able success, It is, however, an area where deposit and lending 
rates are quoted at very narrow spreads, allowing little margin 
for, los ¢ eS% 4 € Om misrsionsse, anid ae COS fs cre lertied, tod ries er Vv eis’ 
Anya Ost richyomss on Canadian operations ih this field would) in- 
crease costs and give a decisive competitive advantage to non- 
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Banks “in the®Seéart tres Business 

63." Coverite red Aanks make an omportant Sontrirhvtrron to 
the Cepita) financing “of major “new “projects an Canada throu gH 
reir pDortrorpartfor mr syworcates set tp’ to"mndré the wnderwritiitg 
Crd Gvuetc row ron Giesecurities: Chey usually provide the prelim - 
inary Shore term “inane ine and are? in a hey*pos i tron to*ass ret in 
ithe tare “ora mwerttOm = fo Longe term trnancme.  Iney* wor k “lose ly 
with tives tment deavtere ihvrendéeavotr ing "to “émeur'e* th'at® c'a'pita tT 
peoowes are ™Oroper ly deerenved, 'Prkrime “irtotrteoeotnt the rte rdets 
Of both sellers "dnd buy€r’s:, With Their aides prea d network ot 
prairene's” ban ts Bate parrret ha rly rel iwiaced to ass hs ti n@th e «dis - 
tre but ron sor “ste ctrratrvedsta rio ss ‘Canada }tand* trey havie® niade 1 t? % 
potat CO ensutTeth ve tirerr ct stomere ir aiit*parig "of the «tantery 
vay € “an ~e'd-u'ad FPolip pouwtan ity tot obtain? a's hatte’ of new “i's'su 68 7’ ins o - 
Pasa e banks participation An Such issues “will permin. 


Revenues and Expenses 


64, TRée revetWes “ofthe* éhartetre'd' bank's are? 'Periv é d 
VInnehpalty trom awomeaine Sources = Tron iit emesis on thie ws of 
tHerr tinancial*aagets"Aowame f eeocuwri lies Yet ci" — an‘d* from "eh a'r pes 
made to customers for services rendered. The latter source has 


de¢Pirve’d Sn®relatryy-é inrplortance vn th*e* post war ‘pte'r Pod tb ecau ge 
Pate? scthte'd wiles "av €%r ee main ea Petree 1% un cinan oe Uva d *ineurdia Stes? inf 


such rewenre thave-déepended prineipally, théretoreyrPuipon’ the 


growing’ volume handled: Poomilth e* other’ Sources or earning s*> > 
intérest OnPLinancaAaiPassetse’ “the rve*have been Mincreases In* both 
rete > and total’ yotunte.* TaradditPonhy ‘diving the pes t<wer perived 


loans have grown avila gréatér' rate ‘than Povestmen'ts;° while Grn- 
vestnvents éexeeéde d*loanis’ in 1945S" the position now ts * fF éeversed® 
lfo'an SPeenewsllye@éaru*higherv’rates “than *intvertstin en tsy © so “titer & ot 
Pativ ely orte'a Per’ tex pansion ot Gans has’ COnt Fb ted *to the rm prove - 
mi eyt® in* ear HhPn gS : 

Oe: The most significant increase in bank costs in point 


of size has beén thé rise in interest expense. This has resulted 
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=P le Onn: 
irom the expanded deposit base “from a shift from hon-interest 
Degyine"eposits into interest-bearing, and from a considerable 
Mcrease tr wares pardon deposit, balances)" -Other “ftents of "eX - 
Pens ectancivcing "salaries, have also “rigeh,.but remain in ‘about the 
Saine; proportion “to each othe. 

676". The result of these trends in bank revenues and ex- 
Pevees nas Deen 42 COnstdcrable™ncerease inf net. earnings in “the 
Peet=-waet period. |Fowever, if appears unlikely that the chartered 
banks will’ be able to‘increase thé rate of return On total assets. 
mruch above present levels. The’ post-war shift from, [Ow -yielaing 
Securities to hipher *tyvielding loans, howlever, seems Tobe 
approaching an“end with th*e ratio of risk asseéts to deposits near 
70%. *At the same time the shift from non-interest-bearing to 
interest-bearing deposits has shown no sign of slowing down. 
Capital 

re “The capital funds of a bank are used to supply the 
PRYSTCAl=iweans OF doing business, tO ensure! the protection ‘af 
fmevoettorme, tumdc, and to enable the banks tO engage In, Tnter- 
BeATOial Operations. |\While capital has ¢rownyin aps olute “ar Ount, 
etre propOrtloOnsOf Capital’ in elation to Geposifs or 10 Tis kK assets 
ts cOnsidevably fess than it was 330 years ago, “Not only has 
there” * been : farge increase in bank holdings of Government bonds 
and in Government-guaranteed togns, but also the”operations of 
Pe Centra | Daik I Drow dime Vaoqundity have: reduced the retlatiy ¢ 
meed fOr “capital compared tO. that maintained in the 19207 6 ond 
[PORS Osi Taism hic im Gin (OMenC Oo ll his ele IISteIOntlr Gvsitr he Ted: fo. Gana Gameam a 
Mrevident also in Dorm the United otates, and the United Kin gaem:. 

68. The banks at present have some 85,000 shareholders. 
rire "ts 4an increase "ol SU ,O000 Since 1944 Ynten;, in accordance with 
tre “fpank “Avct "ré@visYor of’ that year. Stocks were split ten for -ome. 
lt seems to ns Wes'trable that widespread ownership of Shares in 
the’ banks *showld “be*encotrray ed, an d “tire "price “of each “siraré sioulid 
mote bre For rer tirat smvali“tnav estos “Lind” them inconvenient: to “uy 


Wie thereto te recommen da=thiat"*the share'’s 'strou ld@ bie Sub divided acain 
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Inner Reserves 

69. Basically the inner reserves of the chartered banks 
af eS oiGmennOne against the -contimeoencies of the future. Timea? 
c1ge, owever, ds @¢urrentiy governed by a formula which uses 
(me ayerage loss experience Lor the past 25 years. lt sthits “peo 
duces ‘the anomalous result that good years push the allowable 
percentage down at the very time when reserves should be built 
UP sea Converse ivlal/perio@g of hagh losis experience permits a 
higher allowable percentage when reserves are actually being 
Ve pleted. “Minas thie opinion sof the banks, theretore, that the pre- 
Sentorormula should bie supplemented by a specified floor”, which 
WOU “prevent theratio; from ¢alling below an adequate-lewel., 

Oi Pee Veep ortan t Tumction- ot Aannmerilres cirves (Ns! to, pre - 
VeCesoawe vot Current Carnings bor wntomeseen banking loss és, tina t 
Ae Peienete Gite (CO. 6 an Chr rea lyn kat uT 6. yea. - gins ex p lal med wer y 
Cleagly by ithe Ministers of Finance during, both the 1944> and 1954 
Bank Act Revisions the chartered banks depend more than any 
Sther institution On the contidence of ‘their depositors, At the 
Wwe imme tievy are expe cued tomtaievtiieuriokhevinherent) in Oa maya ne 
Sua en din oy hen ctl © ni. Pe visCammeca tr Piven Out this), Lune tion. neoct 
eitectively 1fi their management feel they can absorb the unusually 
high losses that, occur in Some years without losing the contiden‘ce 
of ther depositors, | 

CEU Ave Lor the nhon=dteclosurerot thnner reserves lt Can>be saad 
Phat im: banking the interests cf depositors are paramount, Dine 
Feputetion for,stability, of the Ganedian chartered banks -is8'.4 mattonad 
asset -Of the firetevinportance to the community in seéneral, “and wy is 
certainly not-an the pubditc Piberest to, endanger this neputation 
either at-home or abroad. 

os The history "ot tire years atter 1929 cenrons trates "the 
public advantage of the banks being able to present a reacona bly 
Stable position ina time of violent and suddém stires¢; and it se ene 
to us desirable therefore that the banks should be permitted to maintain a buffer of 


Undsae closed eserves. 
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Competition +A mone .Ban ks 

Tie Competition from other lenders and other deposit 
institutions keeps bank deposit and loan rates and other charges 
Close ly ph pline, with, the power add ~s.tmnucture of gcom petitive, rates) 
thoughsth expe us, some, seo pe vio & wia nation -because bank Loan and 
deposit facilities are associated with other banking services 
that Musil Derpadt Zoom anepway orrapother., Amongythe, aqheartered 
banks theme] ves, how.ev,.ex, competition, must take a  differenjtsform. 
owe hia niqus banks ,offern a virtually adentical range, of se rice 
toa the Publicy.and sno, ones, bank hais) a monopoly of statifi;and 
facilities capable of performing these services in a courteous 
aymdeefficient manners oo dteis obvious ithaty any bank «will .hayew to 
meets hig > oot anategoifiened by ygother banks in any major cate- 
gory @£ semyi ces. otherw isjesitywildl loses virtua lly all of, its 
bya 6 une.sis gin that .lime; theme, isgtherefore little sjcope for 
differen c.e s, bie.tw.een \banks, inerespect, of interest rates or, charges. 
Foreexample, af the internestyrate istructure is considered un- 
balanced, there may be some question as to whether it is lending 
matLesror~s Gepasiltvrates .thoatlehoudd bev chanced. . Alm ost anwarag 
ago y.. Lhe. b ankiow bw th. te wil iia suo oD erate at the rate most wa vour = 
ables to. its .cus tomers vsets) the spattenn: for all the others; no one 
bank Orsgarpup of banks! Gould@loneg comtinwe toyexact ters) ile ss 
favourable than any one bank or minority of banks was prepared 
to ee 

14, Banks compete viiomome ly for both lending busames s 
and deposit business; where much depends on personal, relation-= 
ships and, personal judgement. iihew ‘clown pete in attracting niew 
enterprises’, both domestic and foreign, and assist newly esta- 
blished businesses in a number of ways. Specialized knowledge 
ofcand service to particular indu st2ies- are yother forms of com - 
petition; and include the provision of information {0 customers 
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{iss The provision of a network of well-located branches 
is undoubtedly one of the major forms of competition among banks. 
A wide and efficiently distributed network of banking offices has 
always been essential to any banking system in rendering service 
to its customers, and never more so than today. Branch banking 
as it has developed in Canada has shown itself capable of meeting 
MGs ne edta dina maby Sit Hh Pine se oth’e FUT range? of "banking services 
to’ the newest’ community without ‘delay. “It ‘has als'o been success - 
ful in meeting the demands of the dispersal of population and in- 
dustries around the peripheries of major cities, and the develop- 
mento fnew iidus frraltareas:. ‘hits ph*endmén'on i’ ‘perhaps less 
spectacular than the enlargement of our geographic frontiers, 
but it is a pervasive movement that is affecting a much larger 
pPrio'pioaitiion® of* atl * aml tc stom € rsh 

76. The decision? to “‘opefiva néw*branch in a’ given” location 
16) ba sé'd* on ta! va rivet y® of “Génside ration s®” “Lt ant'st fit in) with? the 
veedé kot fa ba laneed' $e raph irc* distribation rT branches across 
tire’ count ry Phe. py ots'p'e cts’ Tot bs 1h ests sow bh “i'n ‘the 2 ener a 1 
ated TO Dre ‘served Inust bevcaretully "examined © The “partreular 
Site must be convenient to existing and prospective customers. 
Thre mrimb*e r sand *VorcationVor yranches of other banks “near by and 
of other branches of the same bank must be considered, for there 
is no profit in entering an area that is already over-banked no 
imetter How promising Wt to in Other respecte, No branch 18" 6% - 
pected to be profitable trom the @tazrte, though this do€s happen 
in exceptional cases. Generally speaking, however, a new branch 
1s Expected to Degin earning “a profit within, three to five yearns. 
Entry into the Banking Business 

Ti ge Traditionally in Canada entry into the banking business 
has been carefully regulated unger the Bamk Act in the intereats 
of ensuring a sound and reliable system. In earlier days the 
Statutory provisions with respect to minimum capital requirements 


and the scrutiny of the authorities were coubtless the major obstacles 
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to be overcome’. * Nowadays, however, even if a group wishing 
to found a bank had little trouble raising the minimum capital 
requiried vanid assuring ‘the authorities sof their good faith, they 
wonddtfhindl1¢ rdidficuitvindéed to win | a@ssizeabile s\halr en of ythe 
Canadian banking business unless they could rapidly build up a 
trainedstaff and a wide network of branches. Thie ampunt of 
capatalandethagionganizationa b work invokved yin ‘sto! dioinig: are 
surely a far more powerful deterrent than the statutory re- 
qué ren? € nitise 

78. If weslookil ao furthers than thes perifformancie of! banks 
charteredsunder therBank Act, there seems to be little justifi- 
cation for modifying the provisions that now apply toentry into 
the banking business. The need for sound and responsible 
banking practice is more Piteists in go an ot rl eosrs } m nasacom pbhex 
modern society. Many of the techniques devised in other coun- 
tries to improve and strengthen their banking systems have been 
in lawgté (parit to'achieve whatwas! already! ichairacteristic of 
Canadian banking; others have already been adopted in Canada; 
noherofithem daoffe msi any rmeasonn fo ry rieweir sing thie traditional 
patternropfioult shankimg alegisdationss Bysanyhobyj ectivescomparison 
winths d tiem! * ont hbes » t@ama diam rbawk ing amuisity bienratedshreihly: 

ai However, if we broaden our iview: to take in thevper- 
formance of banking and quasi-banking functions by other finan- 
cial institutions, a somewhat different picture em e rigvers ; Exper - 
iémee ower rthe wearsrhas ledito the 'imposition*of stringent eetie 
trols’ over ‘thie chartered*banksito ensure that they are soundly 
operated and that depositors' funds will remain liquid in times 
of financial crises -- special provisions concerning shareholders' 
atiditg orngidatirternadtanspeoatton,~aand¢s t'pe rv asion by ttherins pector 
General of Banks; the detailed provisions of the Bank Act in re- 
lation tion dor nyatiom ; | main a plea entt,< aard? wind inig »ups ieaumtes Owed on 
theractivities'in!which banks may engage; awd 3:0 ‘AE This pro- 


videsadsfiiommidabbhe larmoury of isadeguardstundersfederalilegislation. 
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To.a somewhat similar extent the same situation, in respect 
of legislative safeguards, applies in the case of the two insti- 
tukwon es eopera ting mind ery ciel QuebeciSavings Bank!) Aet tha federal 
enactment broadly»modelled on the Bank Act: Yeetrnmamfy (0 th ez 
finanechal infetitutiomen now chohd larigée s:portilanseof othe liquid 
Sevings of theipubilie undéir iqonditrons mot greatly differ ent 
from those which applied to banks in the days before the develop- 
nuenta of am Ocberms isiafeguairdseto protelct rthme tdepositor pieltunayreven 
be that the verysuccess of the measures for assuring strong and 
sound banks has lulled the authorities and the public alike to 
the ndamgers nef ainine guhateedibankimg«st:Omwmd@dorefathers had in- 
timate practical experience with these dangers, but this gener- 
athonyhacsnote ng tnianmya cai e, the) tradi tiom wile sa felt y thudit fupaby 
the chartered banks has made it easier for the near-banks to 
grow without actually having to provide to the public the finan- 
cliakh ppwr ote ctrom nth ates: inewadays)takem diorhgmanted: 
Coamuiple tit ponawith rothers Financial dnisitatutions 

80. Thtee Ro letiofrthesGhartenedmBbanksay» The Canadian 
chamitier ed sbanks: haviefixa dition ally theen;rthe «chiefs die pos tories 
folrepelrsonmarlesavingps and hav & raclsol be en: thre chit fmsiou beer tar 
most, kinds aofle homtweterim. bus inessefhmancingianidtpersSdnadnkoans . 
Ineadditions theyahavea lomngupha ye cd tom ailm portant,crolepinbdeowea ns 
mentifinancing sas) ipupcha siexrs fof Gowern nent iofi Canada rsneqcuirities , 
and more recently they have provided a foundation :for'the growing 
Canadian money market, which depends in a substantial degree on 
thies fact :thartatheachanteredpbanks i kéeipyalsiecomdaryh res erwie) iin ethe 
fom of odayettio-dayfheanseto mé@neyinmiarketodealersjand Government 
ofeGanadalhTreaisumytbilhbsiae WUinderfthedNatiomal Housing Actszivuntil 
the going rate ofminter est wentrabove the kmaximum permmittedethe 
biagndkaise, ctihyery fieeie a substantial contribution) to nesidentialh mort- 
gmee dinancdnps cat field yathomwiésger pavohibite dh byc thenBiamnkyA ob. 
Since the establishment of the Bank of Canada, monetary policy 
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chartered bank toperationsd of pvaniations jim bank cash permitted 
the chart emefd ihankeyby thesBanky 6f Cama dai.) «The, ope nations of 
the chartered banks are also regulated in detail by.the terms 
of the Bank Act, as well as by certain of the terms of the Bank 
of Canada Act. Among the key points of these controls are the 
statutory limitation of 6% in the rate which may be charged for 
bank loans, the statutory requirement to hold 8% cash against 
Canadian deposit liabilities, together with the supplementary 
aemecem entionnms eGenda tyt mes erme sy! andathe \prohibition pumder .the 
Bank Act of acquisition by the chartered banks of certain types 
of assets, notably conventional mortgages. 

Sle Dey eloipmien ty ofmOtwen r-Hinancdadsins titution st Over 
the y-eiainis ta cconsirdezable anwm be) and warniety sof othersfimancial 
institutions have developed in Canada in competition withthe 
banks. Although none of these other institutions offers a full 
range; ofsbankingiservicesj,, cach ofnthem has staken on, some 
funcerons ‘and, wierivices rofeam es pentia lly. bamking, natuxe», Tho, the 
extent gthaty theserotheriiys titucionssmayahaneydewieloped shy pro - 
Yidin O@iservicesiand fagidities, which .<for,one, reason ior another, 
theichartiemedhibanks; did notipnrovyvide,/thepres wltymay, be, regarded 
a ay desizableagrowth dicth e fran gie, amd flexibility» of financial 
se ravi Crels: Hine Camaday valthough itphaseealseodproduced ypirobkems in 
the field of,monetary, policy for which solutions are needed, 
Fhoowever, tGcanmeryeeonsiderable extent, thesercompeting mi neti- 
tmtionsxhawawnade such mapid headwasyi in cimcumstanc es in whach 
thie» ctw «themed banks wavenpmevented by legal or other rigidities 
from €6mp 6tinipp eficion viely Sa ltnmight dhsonb ej; pointed out that 
sonnei of th esie tims titmmtihonsrenjoy freedomifirom income jtaxation: 

82% Tbhiebmajpor funetions 0 f jai bamkimg! natu ne pier formed,by 
thesefothere institutions, are primacilynthesaccepitancqe, of, savings 
ants other) deposits in veariows, forms firom)thje community; the: ex- 
fending, ofshoans cform ao widesvariety ofapurposes; the provision,of 
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DY “WeGess tovthe chartered! banks’ clearing system; and the pro- 
vision of safety deposit boxes and other safekeeping services. 
iivese™ruinetrons"are performed “without “the limitations enforced 
Saethe "Gharvered@=banks*by tie Dank "Act, th'e Blank of Canada Act, 
PG tent "ayreed™ atrangéments with the Government and the 
Baak of "Ganada. ts "Banking™*its not @éfined” in our ‘legislation ‘and 
VArvous possible’ definitions >from *thé point'ofPview of economic 
analysis’, are in'varying degrees inadequate or misleading. 
row ever? iiram “hespeinttot vilewof"monetary policy these in - 
StrAtweuron s Ca re Pimportant*instruments for “the expansion’ Sf credit 
im theteconomy and,Sad*sdech? treitr operation's’ directly affect 
tie: stu ctess* Ore garlic Yoti none tary "policies ewen though they are 
mont » Mile? & het "chfatr Petite dP Banks directly “atnenabtfe to control in 
tinelanterest Ss Teffottitialinonetary. policy? 

B, Wiicnre the Se COM petins Institutiows are Credit una ons 
and caisses populaires, finance companies, small loan companies 
fate Horna Ccomipanres:! trust and imoértgage™" loan ‘companies, Qiwebec 
Saivintips” banks | pProvinctal Ygovernmeent*savings offices, and the 
PostPOricenoa vin Siontbta nk? Sibletste Anstitutions are “all competing 
ate tinvee 1 ya tO f OCH E CS avin gst ie Lolana' bl e* fund's’ of"the) community,” and 
Avan y thay € gure ater? Prieved onritham’ dor ehartered “‘bianks tn the way 
nr w hich theyScanat invesetsteh Batis s ‘and fother ‘fund's’, ‘and 
therefore tiny thé trre tums Writi Oh). they" can* pay to’ Tlenide®r's “and de - 
posttorsi ri Gp vernm ent ofeCanaidaiSawings Bonds ‘are also avery 
im por tawt savirnpis: ins trimienti ihvolved inythe general competition 
for sthie® comm Un Pty Sp se vine si. 

84. Competition for Savings. Competition’ 46 re tive liu 
re siournrces rodetheéncomantnity thas! intensifiedwine th e* postswar’ years. 
The chartered banks' share over this period has declined from 
87% of the given total in 1947 to 74% in 1960. This continuing 
melativerdecline is oLlamportanmee toiithe’ chamtieored thanks," and 
maggiave Serious repercucsiuns on the €conoumy. ii this: trend 
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the financial institutions invodyed, the public interest wowld have 
See Served) Gl his (hes notibeeniv the ‘case, however, as the banks 
do not enjoy the same freedom as their competitors. The ex- 
PonetOnVOttotal “cCharteced bank deposits is regulated dinectly 
Byeeriemoonina lk pankean the iiterests of counter-cyclicalimonetary 
policy, No such?’ ditect influence is exercised over deposits in 
Competing) instr tutions.. indecds, ,durine. mwecent periods of mon €« 
tary restraint, when tohartered bank deposits were ib.eang.'h eid 
Gowan D yrcentaal bank lation. total deposits in the near-banks 
Conmtinmed Govexpand wrapidiys., hor insitance, during, the two years 
1959 and-1960, while chartered bank deposits rose 1.8%, deposits 
ete, 4in Otwebeic seagetat bamkis ,icredit unions ,) goOVernment, savings 
Merete tO sip truest yandaloanwicom pa nie a4 mortigacew com pane sy, 
aUdeiina nice companies , ‘ose .27% «> (Investment by the ypublic 
in Canada Savings Bonds rose by 24% in the same two-year period 
The banks are at a disadvantage in attracting deposits because 
Cteitimitations on their! abdlity Hoy ipayy mates aol dnteréesdon“deposite 
comparable to those tpaid by inear-banks. 

Bi. implications: tormeMion € tary teolicye Under present con- 
avcuons., ‘as comp etan pe forms sotet ina netak chasmsupriow treba tiye to 
Gmartered bank deposits montetaryy policy) has velthereto become 
more broadly idirected agatn st the total) supply -oimliqguidity or 
progressively more vigorous on ‘chartered bank deposits in 
oader to bring about a ipawenvespanismon! oy Comitriaic ti om, icf stiowtia l 
money expenditure. When NUuOme tae ys, polite ise restrictive heayy 
press Uries is. placed pon the thane auhichvrs tot shared ‘by other 
financial intermediaries. “Consequently, under these conditions 
the near-banks can and do expand at a time when the chartered 


banks re required to restricm thea ni oy omwth <) tit alo Wow som fuaidier 


Prrewie. Circumstance’s, that the:Gent ral * bankers 'fonced *toibete ven 


more restrictive as the chartered banks’ #e lative ‘position de- 


lice Sk 


Rgnivee | Soailabt linens ste eb itt .ote 


My ya 


i ,emeliveiiest 


hein 93.9 ast al hai ‘ hee 


4b Bo go. fh Lae) lade divi 


~ Mote D Png 9n4 woh ecu: 


OS 9 VCD eho wotg er pelo [si oweabh ‘i asoxed aniseqare>: ee (amoitid 
amore d oF a geld ho. @ Ad yor og: Yibi2aom ,attoogas Ansa beteridd> 
<0 le a Sil Vo aga beta. ot, Fensa ga Reyne thy sb Sond Ox \O tr | 

wt i ec yl Ag By bores ensilo, ne enotogiv anom qhavcakexgeorg 

[430% Do qertoe thmte TS Dr ee ee Baiaée ot 1abt6 
ys agf SUEE phase y (ait voitog. YT sI9 ROM mak M, 220 bao gxe Yoao en 
1 osht0 en bepaete ton at d> id: simed alt fe ahs 9886 et Srbeassg 
Botti bw eo geen! tebay EE aE) webb gone rai feions wii 
Powe 6 hp ins a Aha Sookt a ae banana oh bes omar thn ad oom aa! 
ab pay Le vranhies) ah: sibel phate, sotuieae ot bextepay poe to ee 


have dog bes1od aiagad sok icin ene Ve pds 
-96 noirseg emt e hoe ohaod ben arnede oy 


« BRT +. 

86. Digeremitiatory' Restrictions ohn” Chartered "Banks. 

Each RSthe trnatatrons* Of aaistrininatory aAatare’ on the 
se€tivittes*of the chatrtéred banks “*has'*an inhibiting effect on thie 
Competition the chart€t? e'@ bairks“are-able"to 6ffer ‘these other 
PrranerePinstireagrions: “Each of these limitations, therefore, 
Contributes tor redweinre thre’ sources *of financing available to 
thre *Gatiddiait puUBbTid s 

87: The 6% Leval* iTaximuny tnterest Mate 2.8 perhaps thre 
HYOSt*Varportante* Pires “cerhng “may é6nte°have reflected “putilic 
attitudes that were more understandable in the past, but in pre- 
Sent Vor cuins tan Crew it 91s "dhifficult” to Linda “ratronal es pranation 
Pores) vert Fate re eo apire OF Sank lerding “ise, “im any case, 
dome *at rates low er than tie" 1é ga * tia xT tnt mm. LEts LnG1ee tes 
Creat Danks? lYMe*sther Yinamcial Mreitutrons ;“imust meet” the 
Suaire : ores 1h CACneorlyuvairy areas CiTitnanvcing. ~ [he Tateser charged 
rPorwec tine Watt? eo oT eihe triek? thie soste of Udoime tne DuUssatees 5 
ori otter rel SGvanrt Pactore ? “intluding the vigorous com peverion 
Of Uther pak Ss Sng otirer aAnstioutron st £1) SOme areas Of Cinancins 
the going rates are often above 6%. THEpe rates TOS Tericcrt Bich 
factors as risks and costs but it is quite conceivable that they 
are in faci’ arechermethien trey mreht be iit chartered banks were 
allowed’ to ‘compete at*°ratées which would give them’. a ‘fair return 
but which #might*’ well Diecless than is now charged by lenders 
enrelveda "from "sch cotypetition. Chartered banks would also, of 
Course,’ be wes pommtion (oO * passe on to thelr’ depositors an approp- 
metre sare OL any” blerelite resulting theretrom, 

88. WHile the cétitny “oh* bank tending ‘rates has remained 
at) oo ‘Sinise 1944 other Thetitutithe; “including the’ Indus trial 
Development Bank as well as mortgage institutions and caisses 
populaires, aré all charging more than 6% on loans at the present 
time. "Afthough the*cost of Dorrowing money from the’ banks “is 
pormaily very? @melh in Tebvation tothe total costseor “doing Business 
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as utilities and pipelines is a decisive element in the total 
cost and often determines whether or not the project can be 
Camricd) out. +sYyeththmermeiad aapnice,ceiling .on,the first »category 
of lending, and an open market without any legal limitation for 
the second category. 

S06 Mierpracr ae al Ninpect..od). 4h 6 OY ‘Ceiling on bank lending 
mates was demonet mastied, mao 3 th .a,cut ediy, in, the .s wmm ere 0f.1959.- As 
the Treasury bill rate rose towards 6% it became theoretically 
Possible<f ox blank cans homme rms; to) b aw'row cat ithe prime,.inate and in- 
west) the fundisiainanoth ets homt-perm s2¢écenmitiess,atra profit whale 
the banks were liquidating, these very, securities. in order to make 
loans. At the same, time large business customers who had been 
raising funds for short-term working capital from non-financial 
institutions while market rates were lower than the rates charged 
byethetbanks 4ksuddenlysfound;,thatrthe pmicgne rete; of, theiehartered 
banks was lower than the cost of alternative accommodation. 
Some of eee customers proceeded to draw down bank lines of 
ca edit pwhich thad, aqotybeen, uisped ifon months, or,years.),8 0o%,that, the 
banks found themselves with a sharp increase in the demand for 
bwjsa mess loans, ati time «sia me dtime ithatrthe demand,feor other, kinds 
of credit was aisOnexitreimely sitrongiu:sThe..6)%, ceiling in;this,case 
not only prevented the Sees from using the traditional device 
of, raising prices itosmoderate;demandabutpactually antensified 
the demand itself. 

20. The interest rate rigidity has also had a profound 
efd ec from rw had | bras: ituyesndi tijom alld yj been, one +of, the, main), featunmes got 
the. operations. of eGanadianyebantenedybamiks » yioe.4 2 othe, attraction 
of Bavings de poseaticn o fn thes la otetend yieerriey theprate of growdhsof 
savings in a varietysotff competing, d nigtistutroneshas; b cen ep ueh 
greater than in-the chartered banksy) The chiefjreason has, been 
that these other institutions ,.sinece they are .able-to;invesit.a very 
substantial proportion, of, them dotalassets,in higher; yielding 
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pesition tio paryjcos higheti Tieturn onesavingishn obt aimed throm ithe 
Pebeice Wie gresaht >in cripnogrPeaisive ainvitationyom thethesources 
available to the chartered banks for lending and investment 
Setivities , andjin ¢iacttamakes \it pios sible for dun dise to rbe 
attrameted to depositoriive é snot always isubjectwtorapproaprhkate 
Sate guard ss. 

Od Ey, 1154 48 Opn eC thin € se arigdyed ut haltinpmavided thiels ce umtimer 
an 6tbEUt IONS, Clon tinue sok maintain ‘thei ri ca th, balances vim cthe 
Chazntheried banks, the vnly wmesultyof thiss shift ofesavwinmgs die:- 
posits»,is,;a change in the ownership of the deposits in the, chartered 
banks y~ with, deposits from, .trmetk compainiiels;tete.4 onep lacing otho se 
of individual owners of savings deposits - and that the cash re- 
S@nuves; of pthie coher tered banks aye im amyleasce regulaitied>bytthe 
act ivi tae ss iof nthe pBanmk of Ganada, sofithatethere, dstno mécess airy 
reduction in (the dendimg iandcinwestingrcapacity iof ithe chartered 
Dain si vaysy a, Wie sudt cofithis odziain lof isa vin gise to wo ther kimts tletutions . 
in factynof Gounsteéattheedecisiomea of tthe centrial bank authori tiles 
acs towthe caghsaresiexvelsiitie sabe dlfleweéed the chartenedsmankss, and 
hence theydecis iiom rss tortheaannotmt of fdimancinig ith ¢t ch afritremed 
banmkiwstaretto bre, adloweds tol ido ath anmyt tim e)i nnu sit vtaskentbmto smoqcount 
thei vyiolume io fiman eing belmeydonset iomtstidies thie banhbs «tilfufree 
competition were established between the banks and the other 
rms tartatiomis j calnidnits ast an Cemu lt yt he ybanics) cbie gia n » toe eat tr alcit ea 
growdingesha re cofy savings edrepositiss, 1and were hinpacposition to com- 
petevriarnanshaime oti thei he ghteer+ya el dimegsinyies tments now taken by 
these other eins titutiionsy ethe diecisdonms ofether:centralh)bamk»oas dato 
chartered bank cash would undoubtedly ‘take intoraccount the 
lamgern redqiwir ements vof ithe ichartemedt ban ks.|i ‘here is8,fan:i shart, 
nior way) ofhavoiding tme fact that. thie! loss, of dhepositsseto competing 
pimetatusboneyafiects the chartered banks ih exactly the same way 
as the oss Tofebusinees vat fects: any eothe mn 1commerciadlimstituthion. 

2h Thee pirimaw yi lendas elden dat yhreserveered ubneme nts ; 


imposed only on the chartered banks, amounting in total to 15 
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etn mr Oltepocit Ivabijaties, are a iurther important, Liumita:- 
Limo ee tt eedOim Of action of the chartered banks. in their 
erlorts tO make the most efiective use of their resources in ¢om - 
Pet tiOMmawith other fanancial institwtion s. Casi. f £556 7V- 695). 28° a 
minimum: percentage of deposit liabilities, were originally in- 
bended as a safeguard to the depositors, i.e. to the general 
DRED) 1Co. Vath waive pyre sent ictructure of Inspection and, Supe r= 
vision, both by the banks themselves and by the Inspector- 
General of Banks; appointed by the Federal Government, this is 
ao VonvierWthe main | purposelvot cash reserves. | The normad 
working requirements of the banks would dictate some level of 
Cash meserves whether or not any legal requirement existed. 
Tite 6% legal cash ratio, however, introduces a.rigidity mot 
fAcea.py competing institutions: <A.further rigidity is, introduced 
by the undertaking to hold secondary: reserves in the form’ of 
Woeasury bilis and day-to-day loans, to money market dealers 
Im dimounts suchthat these assets together with cash are equal 
Bole) of Céeposit liabilitvedc., This, 16 nmotluin 4 ‘true wens @ a. ure} 
Serve, Since itiis not available for Use; rather as it a’ forced 
investment. Thus, regardless of alternative investment oppor- 
Pimmirves which may well be wmore abiractive.at any pawtieuda® 
tome, the chartered banks are under the obligation to. maintain 
Substantial holdings of normally low-yielding assets ive: Seve si 
Sequence Of these arrangements 1s ithat the chartered banks, 
lowe a2imone [liancial ineStitetlone, must pay.a substantval direct 
Cost, in thes form of Lower Petucns on their assets. than would 
otherwise be available, as part of the current arrangements for 
jmpléementing the Governments monetary policy and to facilitate, 
BEriouoh the money market, the implementation of the Gov ern mem s 
fiscal policy:. 

9.3 These reserve requitements are a basic element ina 
imgpihnesr rtestriction, on the ability of the chartered banks to com - 


penercitrectively with other institutions, nmamely the fact that 
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monetary policy in Canada is implemented by actions which bear 
Warmecily on the cash position, and hence the financing oppor- | 
puoatwes, Of the chartered banks, and only indirectly, if at all, 
Gaetineviihancing opportunities available to competing institutions. 
Sinee these other institutions do not have statutory cash reserve 
Poqerrements and are not bound by the 6% interest rate maximum. 
Mieverare able, during a period when the authorities wish to con - 
Zomcie or erestrict» the growth of credit, ‘to continue tovexpand 
their credit operations and to take advantage of whatever may 
Pewter preyailing rate of interest: Since the central bank does 
Mercave the power to control their: operations, even tighter ree 
strictions have to be imposed on the chartered banks in order 
pom eep the total amount of financing in the) country within the 
Miateyiesifed by the.central bank authorities Tebas 28. cleans 
Beservous defect in’the arrangements for implementing mometar y 
policy, and one which imposes special costs and restrictions on 
muemonarwered banks, substantially limiting their abirlvty to come: 
pete effectively. 

94, Another important legal limitation on the competitive 
position of the chartered banks is the prohibitton dn the Bank A’ct 
of lending on the security of mortgages, with the exception of 
those insured under the National Housing Act. This prehidivtion 
means that the-public is lareely prevented, when. seeking "nvertigage 
nponmey, from, approaching the chartered banks as one possible source 
Poetivestunius ©equanred.* Live iveldeisestheretor<¢ leat open. 45 a *ran ge 
ef other lenders who are inhibited neither by government regula- 
Mmonwnor, by (the possibility, Of “competative action by the chartered 
banks. 

OD se Cron ols von. What should be the goal of national policy 
fvethisswhole matter of the type and variety of financial institu 
Rios. awventabLle ‘to serve the Canadian econamy ? It 1 our view 
that the goal should be to have a wide range and great flexibility 
in the financial services available to the Canadian public and 
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1 4p & 
petriivertforces*tamon py the "varigus%institutrfors ivolve'd',* ine luding 
the-chantered Hanks)” without GS6tr iimin story res (Hi etions which 
Work tS. thie dis tdvartapenotnenéetype of ifstitition? PAT" the “pre - 
sent time the chartered banks are prewert ea*hy @various* leg atl 
and Aanstitutional’Prigidities from cém' petting fully°and éffe'c tively 
with Other ins titutions over the whelé range Sf finadicrrg activities. 
thus nveans thatthe® Cahadi a fi! pub Mec’, otnePséeking tos altisty its 
varlows financial requireménts) frequently finds that ior certain 
of these requirements the chartered banks must be ruled out as 
possible awpiplie’ st mS \rie shit tie Chiett for ta* considerable range 
of financial activity the other institutions are sheltered from 
Ene oom petition which could otherwisé be available from -the 
ehartered banks and which could. not fail to strengthen the’ posi.- 
Pon of the Canadian public as it weighs and compares alternative 
HOW Ces of Tihancine. 

TO, So. bal as possible the solmtton "should Ite in the 
Garechiion of allowing freé competition and “the play of normal 
Proamwmei torces a's between competing financial institutions, Some 
Bec teoms,and controls there will undoubtedly be, intendedverther 
Miecctecuard the interes ts wm the public or to facilitate the wm'- 
Mmeihenvation of offieial mometary and fiscal: policies To the 
See mtiathat, this 1s6i:practicable and posistbhie, such controls and 
wecutlations.‘:shouldibear equally on all ‘competitors in the field, 
From the point of view of competition with near-bank institutions, 
Pye preferable solution to the legal maximum interest rate. problem 
mouldlvappéear to, be to give the banks the same competitive ftlex- 
Mmelity now enjoyed by the other institutions, tie., to eliminate 
Melee al maximum; and the banks so recommend. thiss. patticublanx ty 
At Combined with the removal of limitations on lending powers, 
mould permit the chartered banks to compete on,equal terms with 
miver institutions now attracting a rapidly growing share of the 
Savings deposits and loanable funds of Canadians. 


ets, Tthemay here be pointed out that tn 1933, by a four-to-one 
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mavjouliy yume RovyaliCommission on Banking and Currency in 
Canada recommended the repeal of the statutory provision 
iymhtimge the banks! plheinding, rates:, The fourm Commissioners 
expr esse d: tine foip inti on. tinaty) ags taytitiony maximum -nate,oi interest 
is nowadays anomalous and an undesirable interference with 
Prieewmom of (contraetd) amd that ithe yproy.ision of; thesBank Act 
limiting therra te of Mice oe to S¢venNg pew Cents. -pwhatewv em Gusti - 
PUCeitd S nj itt may porigina-bl y,.h aye phad » ,o.wght, now, (t.0o ube) & .e peal ed a‘! 
This.recommendation was,not,acted upon, .and,in fact. the 


ceiling was subsequently lowered to six per cent. 


DEBT. MANAGEMENT 

98. In the period since the 1958. conversion loan. there 
haverbeen a number of. changes in debt management policy and 
rechnrgques, Although we are siatisfied on the whole with thie 7a y 
cebt Management’ has been developing recently, it .is open to some 
orateciysims. Lhe increased role -of the Bank of Canada in taking 
on. large blocks of new issues: which are fed out to the market 
aCaoreainge-to demand has been accompanied by more or desig overt 
acecempts on the part of the: authorities to influence the selling 
Driebaviour of the dealems by inducing them sto withhold new pehort. 
term issues from the banks and offer them instead to the non- 
bank market. This behaviour on .the part of the authorities in- 
dicates preconceived ideas on their part regarding. the appropri- 
ere maturity structure of. the banks ,portfolios.,. it +s :prebabiy 
four to say that the banks ane Unanimous in deprecating this 
Practice... Ewen thowgh it-may generally be desirable to channel 
Securities into non=bank hands 2¢ 18 our View: that, once, the: tewnes 
of anmissue have been decided upon, the market should operate 
freely in determining its distribution as between bank and other 
investors, Any other view of the market would imply the creation 
Of Tigicities and barriers between different types: oP tinvestors:, 


which would imhibit rather than assist the growth, of ‘an effective 
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Market : 

ae On the technical side the Bank of Canada has been 
petcuisteids ofl eirtralticebeh atviouwn ane ditsi@itertomarket operations 
with those parts«of new issuesi which \it)has ‘taken up btsrelf. 
iviie Cri tigcitsim'sa ne la te Ho) 4 hep Brantk es tholurs cofi trading ,F amounts 
of bonds offered ati different times, and prices quoted. We are 
Peelime cMtol thin kewthatt thie! rank *of (Gatwardta’ vee sterriou'sd yy hem di+ 
capped in its operation's ‘by being’ geographically separated from 
endl out of tontch With the Mmidjfohy markielts\ inelToréntorand (Montreal. 
The’ situation would be improved ifthe Bank were to: maintain 
Seiimwo m Tet 1h € emis’ Vn irYbrorths clem He's! moittilt fstu fii chenatramthonity to 
nya kie: on-ith é> Spotediect sioms 5 

bOOUr WW eabelieve -that the systemcof) Treatsury a ll od we tions 
has worked well on the whole. Ind thret p atsaty nt thra st Ipeenn Sumig ested 
thattabtirtiransactions shoubd be put rtwriough deattersis and that 
bawmkemMedhiowedd mjotrbidodiree thy tiomy bid bs lat thet ten der We would 
mo Mibee rm thamwour Cofnsucheaichantges aseweerthinkiat smportant that 
thei bankis! kelep im closerandkactive rtiouchswith thermmonedy mmaurket 

EO ix We believe that the federal debt should continue to 
biel (ma niatg eds boyn times Diepartmenhteoh Puinanceykwsing sthe CBank cof 
Canada -intan Gldviscnyleapacity only. We would not bel in favou® 
of setting up an independent body to make debt management de- 
cisions:4»Debt management¢techniques) however, 4would iprobably 
be improved if either the Department of Finance or the Bank of 
Canada were to consult banks and investment dealers and insti- 
tutvonal buyers gon va tréyularnbealsis A tas vuitsitdond Am thé eUntted (States 
before the tinting! andniterim sv of (Govermmient ilsys uesca wep die cided, 
Mechniques of Monetary aContro! 

rO2,. “Catsth Mamartem'e nit ¢ Tol ékericisexrcontrol ower a he 
wiodhemice! of blank) mre date ¢thiet central bank shas’ omlynto rte atenthe 
Smipp ly ofibankticash zelativerto uthenneedioa ofythechanking system 
forkcash ihhies ce nitxvatl chanrle,t theciugh itis reohtroltieod bank tash,ocan 


pro vide: the banking: systemewith curpluis» cash tat anyogrven moment, 
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Pies petimirtene the systenr to expamd. Or, the central bank can 
withdraw cash from the system leaving it with less cash than it 
requires, thus tomcoins the system to contract. 

103. The best known technique that the central bank has 
102 Managing bank cash is) open=markeéet operations. These have 
the advantage that they can be made to operate smoothly and 
COMtIMWUGUsly Solas to tarlor cashvchanges as precisely as’ possible 
(Oo tim the day-toeday needs of monetary policy. Other way's in 
VWireiiod Cental bank Can supply ori withdraw cash fromthe 
banking system are by extending the scope of its lending opera- 
ftOons and by movements ini) government or other accounts’ carried 
by it. All these other methods of cash management are less 
Satisfactory than open-market operations for they do not work 
trou eh the market mechanicm andi they have Jan element. of 
at Detar Aird 6s Ss), TRey Cannot abe. ca mriie coat: ais pre Ciste 1a. cas 
Spenm-=market» ope rataon s, and they are less easy tor ithe pub fic 
toOrunGerstand., Consequently it is preierable for a central bank 
to Concentrate onvopéen=market operations (as its Main. instrument 
of cash’ management, resorting only tov»other. techniques in. Situ - 
ations in whien the. state of the money market restricts the ase 
of open-market operations. 

LO04 Ne server Requamem ents. ln or aervLO Lim pose: con tno 1 
Overt’ a. DaAnNKINnNg ssyetem the eentral bank requires as a nyinimum 
thesability to~supply—or withdraw cash from the banking system. 
DuUGtie TL ald tenor ten Galled= Upon fo help in maintaining icon trol 
Over tiie, Panking system, Nainery, statutory ‘cash reserve @equr ¢e- 
ments, Such requirements work automatically to dampen .fluctu- 
ations in bank deposits and assets. 

ig: “Other Monetary Control Techniques, A liquid asset 
Patio 1s Also*sometimes introduced as’an aid to-monetary control, 
Suctva tatio May De necessary Whénh ordinary techniques of Central 
bank cash Management *cahhot bevused to reduce the cash base of 
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a AG = 
exaimplel id the central bank is prevented from using open-market 
Operations tO. maintain control over the banking system because 
Or 1s concern fo> stable interest rates or for’ government 
Tinancing. . Pres ch a situation, which is one in which the money 
market is not adequate for the open-market operations the 
central bank would like to carry out, a liquid-asset ratio may 
be a useful stop-gap measure. A better solution than the adop- 
tion for all time of a liquid-aaset ratio, however, would be to 
find ways of developing a better money market. In the mean- 
time a liquid-asset ratio should be retained for no longer than 
necessary, and there is certainly no need to give such a ratio 
legal status. 

106. Other schemes besides cash or liquid-asset require- 
ments could no doubt be devised as a means for implementing 
and aiding monetary control, Such requirements, however. ame 
unnecessary when money markets are sufficiently developed to 
Permit the central bank to exercise control through open-market 
operations. Hence, the emphasis in monetary control should be 
on bettering financial markets for making open-market opera- 
tions more effective rather than devising new methods of con- 
rol. Then the central bank will be able to exercise monetary 
control effectively by working on the supply of bank cash, using 
its open-market operations for this purpose. 

LO bank Rate. "Bank Rate", the minimum rate at which 
the Bank of on a is prepared to make loans or advances, might 
Denusedito perform ,.one or both of two distinct functions: fo reé- 
gulate the access of the money market to the central bank, and 
Low provyade a.signal.of central bank intentions... The present. method 
Gi getting Dank Rate in Canada at.0.25%,above the latest average 
Vireld von accepted tenders for Treasury bills performs the fireét 
Sou pnepality tate! function satisfactorily, for, it. makes borrowing 
from the central bank a more expensive way of raising cash than 


selling marketable securities or borrowing elsewhere, but it does 
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POType st orimirhe  sel¢onds ori! signalling" efuniction ; 

10%. , The @ffecthof monetary control depends.ini no smalkl 
part on the responsiveness of the banking system. In all 
systems there will be some lag between a change in monetary 
policy and the response of the banks and the public at large. 
invother “words, «thene iis omore to central banking than merely 
pushing a button to move the banking system from one position 
tonman other. It follows that the response of the banking system 
to central bank) control iwillrbe morennapid and appropriate <if 
feevbanking Sysitem isvinéormedof ithe: direction uni whic the 
centvabhibank isitrying Sto; move: it... (Therefore, a) signaluof 
central bank intentions adds to the efficiency of monetary 
control. 

BO CAV tus Teertainky tan portantrior alcenmturah blank to) pdiex 
Put vexplanation's ~ofuits policy reThe (Gomplexity.of»the modern 
financial environment makes it all the more imperative that 
Pveriracciinuny tof informmiatiomibe providedir «But more than this 
Poane quire diicox maplLemtentingtmoneta nya controlsaugBanke Rate, as 
the most widely!’ accepted means of signalling central» bank in- 
tentions. Qualitative statements and explanations while useful 
mov mot replaces thelineed for indicating, policysifi stemms ofSsome 
sro nida camth exc onmomnictore policysinidicators +: Kory sarchnpurposes 
Statvemenitisiconcerning thieamoney supply ¢ in'a tiomadys income, 

Ben enalt pric espptetc.titomnditatel samtentions,aremton: genieral, 

en dithesa indiica tor shaimesanotiswifichentlycamenable tio the contnal 
Diatheetcentralhbanksto tberadgoodts#gnall. thDhmebkevel of bamk \eaish 
istavbetter signal but is «not as good sats Bank: Rate itself. 

1W0 tho Theo balsuics picoiliém rin pasdng ,Bawntk i(Ratepasaal simiarls 16 
to do so without compromising its function as an appropriate 
penalty? rate, whichi 6 env es iti: miels trict racees s ato central-bank 
boams fore last+resort tsituations s The present method of setting 
the Riatei\does not wiolve this: probhbem).:.vA return stoi the conventional 
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~ WA = 
pOUve it eather intlavihigitwoveatebaiionteas'a sitgna land tome as 
wepenalty, is a possible solution, DUO te (pO Sh Dak ye te LO. Ye On = 
tinue to use a floating rate but to vary the spread between Bank 
Peeve and the Treasury bill rate. Yet another possibility ts to 
meorn the floating rate an normal circumstances but to depart 
Pavmalt as necessary in order to provide a signal. 

UAH Re a Bank Jen ding, Rates). Wi Gir (esa sting Coma: tio ms: Of 
mraamcial competition, flexible bank lending rates would serve 
Se aeuseiul means of furthering the needs of monetary policy 
moamorcder to do this, however, the legal cervline would bey e toeps 
Seiminated. Under.present legislation when banks are unable to 
Pmcecesall the demand for loans their allocation of the inadequate 
m—uppiy of funds is made more difficult becamse they cannot make 
Pierre Increases in lending rates’. bt thie ceiling wrerte eye - 
moved the banks could pay more to their dépositors, and would 
memwaD Lento compete more effectively with non-bank lenders, 
Memecomiuributino.to better monetary control. 

AR kis Bred os Linked Rates It has-been sure eoted that 
Maioelending rates on deposit mates, or both, should bé tied. to 
weconventional Bank Rate functioning as a signal of central-bank 
ioarenivons along the lines of arpangéements in England Such 
(immnncocmments aré not as desirable: as tthey may s¢em at first 
Piemce, and int fact they have serious disadvantages which _lead 
Mrcmoaniis to, Oppose them . Bytttisiiwesy nature Bank Rave ait tami es 
wal mo v.e./ach eadof. themarket and at. other times will lag behind 
tend dny other rates tied to it, would then be out of line with 
pre market... Market forcés cause bank lending and deposit rates 
fo move more or less together anyway; but the spread naturally 
Teaees over the business cycle in a way that helps to stabilize 
Feonctary policy, and introducing a fixed spread would introduce 
fanecesisary rigidities into the system. [n any case it would place 
Hine chartered banks at a new competitive disadvantage if their 


Mending or borrowing rates were linked to Bank Rate while the 


yO. Fh | is dtontal's Yi ee 


se wil eM Fea i ais LE oe? 
on a een eae oody | ©: is arte vif nt j a ba bit, 6 iy a Vit fe 
/: hi ‘i ; ny ea iy: A. 
Per ers as | “he dadgeveire: wins ‘aaaas) ant tf 0m Na saul 
PR 
is i 
Bete On| sD eos sen oad dha b banks Ss whagn « 
ae ee. 4 
ie et: Beet a pallies *it yi as et a8 anibaed, aa ibenaes i stare ta 


bhinoaw bale empulegaar ion jar pik im eG bine sawed wi povow 


| hte t 
MT «ob mo) Hi Bh 4 or ‘dvi, Hawa ie tte obo 29% oe) ag 1 de ‘aa 


4 
aa a 


No sine er bienom : ated ‘of wnneccaames sists 


ISN behee yaw eR 9.99.0 sel +f ae tb Lal 

F | : u i rt oe t “ et ey, oe i wh y ah zs" 

a gee ad. biaods jad 0 a tht TES ab ro. Paha Tak aes aie Ty clade 
ened: lexsues Lo leaghe Age eae, ote ® tase. Tenotanaviiee & 

2% 

dove babrignS al tipewis yas ras te We aad), ian tele sna riata: 
tarkk te oroee ¥ itt yadt 2 ay Guaes feeb 26: 708) Bais) sno to anes 
basi doidw eae ninavbhseib evours? oved y aie 3283 pF) bab Vaan 
Goat 1s sf 4 Aes Sipten yaew edi ya ata di eco ol sigdgad. 


beided wel diiw seg iy cect is. Diptas 4 ote mt 94 72% beode. ayo ev 
Hditw gen de guo od ina rf iefstin Ht od te satay + 2H)0) ine ae wai 
#9704 #Lacqeh hak ya oewas! Aue pe ys 2 £92404 iota Wears 6 wi SA- 
yileawier beards wid eu NY Ma 1 oeges cob te dren 8 vou. eA 
nee ee eee an ! il Ebi we yp a‘ eeonieed ‘ody 1a¢0 aOitsy 

YoU bow ded bi smow mnie ae Baxi? is SUS ee bya yaton yterend im 
Lombg aiid th bene bic ae Ato + aye 3 cht” Seu aaeee Ytvaes >eann 
‘Ane yiags e au srmevieenib: dviatted exe 9 a 


i ane mss 06 emia ap Sete sd 91900 aa 


eA ia: “WSetsiredo ac 


e 


oC 41H, parhee | 
a es A . on , 


aT 


By oa 


ves wOlnpieretinisitttatrtons were lett free. to move with the 


vasriivert,. 
CONCLUSION 
iteei Ihe banks have welcomed the oppomtunity provided 


DY atheswprepa vation ofrvthis brief to. make the thorough review of 
tie Ure basic functions thatithas enquiry involves. /(Sweh reviews 
dr ern by any iimeans: new to the banks b’ecau's é of the neces sity 
GSrepreparation Lon decennial revisions of the Bank’ Act. Never- 
thiedes's);, on this occasion, when banking -is being considered in 
PICO r Oa der Context) Of 1s, relationship to the functions: of other 
fime~woial institution s i an Lit 1.0,S.p Sotiver | O.Ok 4 tthe Fo Leno 
bponking takes on a special sipnificance. 

fia. in; making the cobs eryations iand recommendations 
Com mocued-an. thie) brief ~ thie nwunderlying theme is the desire of 
bwer pans to maintain thos'e. basic standards of bankine procedure 
Wolechpiawe “earned for thevCanaduan \banking system jan enviable 
Reputation for stability: and soundnes's, while at’ the samie” time 
Seeking to.achieve almorewlexible framework of operations 
wrth ine whichathe changing financial -requainement's!'of a developing 
Canadian €cloowomy may mome fully bre ime’. 

1t>. | Ing Reepimg wath this app roachiwie have:made no s/pecitie 
Lecommentdvations, if thie puietl regarding “other financial institu- 
tions. Our "prececupation thas beenewaththerdesirability of xr,e> 
moval from the banks of what now appear to be outdated and un- 
Meme Sola riy, tect rd Ctl opis a) one Vsmuvot. to un der -em pha siZ.e thie 
mecesisity).of fundamental legislative, and procedural sateguards), 
Dut eagiyen thevexiretence: of thesiestundamental safeguards, it as 
ourebethet that the publicvintereést wali-best, be served by thie 
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